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Tue Whitney failure has brought 
new interest to the status of a brok- 
er’s customers in the event of his 
insolvency. Richard Whitney & Co., 
it is true, were primarily bond brok- 
ers for other firms, lacking exten- 
sive contacts with the public; and 
the circumstances of their downfall 
were highly unusual. Yet few own- 
ers of brokerage accounts can have 
heard the news without asking 
themselves, “Suppose it had been 
my house that failed. Where would 
I stand now?” 

When failures occur despite all 
precautions, customers of the in- 
solvent firms fall into two classes. 
Those who have securities in the 
office for safekeeping may identify 
and recover them in due course. 
This is assuming that there is no 
indebtedness against the securities 
and that the failure has not involved 
actual dishonesty. The right to re- 
ceive property owned outright does 
not include cash, because it is im- 
possible to identify money belong- 
ing to any particular account and 
tc segregate it from the other assets 
of the firm. To the extent of his 


credit balance, then, the customer 
becomes a general creditor of the 
insolvent partnership, while he is 
entitled to specific rights in the pos- 
session of his fully-owned and iden- 
tifiable securities. 

Stocks or bonds held by the 
broker, not for safekeeping but as 
security against a debit balance, go 
into the pooled assets of the firm, 
and the owner becomes a general 
creditor to the extent of his equity 
in them. He is no longer privileged 
to pay off the indebtedness and re- 
ceive his securities, as he was before 
the insolvency. His claim, however, 
applies against all the assets of the 
partnership and of individual part- 
ners, including seats owned on any 
exchanges but subject to certain 
prior claims. His recovery will be 
pro rata with other general credit- 
ors. Should his debit balance be 
small in proportion to the size of 
his account, so that not all the se- 
curities in it are necessary to mar- 
gin it, then a part of them will be 
identifiable as fully-owned and may 
be claimed separately, while the bal- 
ance will be merged with the firm’s 





other assets. 

Member firms of the New York 
Stock Exchange have had a remark- 
ably good record all during the wide 
swings in the market and in trading 
volume, very few of them having 
run into difficulties, and few cus- 
tomers having suffered for their 
choice of brokers. One reason for 
this has been the system of checks 
imposed by the Exchange upon its 
members. All firms carrying margin 
accounts are required to answer a 
questionnaire at least twice yearly, 
giving essential data on their finan- 
cial position and accounting for the 
securities entrusted to them. Firms 
not carrying margin accounts must 
report at least once yearly on the 
securities they hold for safekeeping. 
The practice of bonding employees 
who handle stocks and bonds is a 
general one, as is that of insuring 
securities on their way to or from 
the office. All things considered, it 
is not surprising that customers’ 
worries have recently been concen- 
trated far more on the stocks they 
own than on the brokers who handle 
their transactions. 
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Appraising Railroad Bonds 
By J. S. Witi1aMs 
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Spring Primaries and Fall Elections 


By Ray Tucker 
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Courtesy Republic Steel Corp 





Anticipating more active markets, expansion continues in the steel industry. 


U. S. Steel is renovating plants and building new ones. Republic has just 


opened its new 98-inch hot and cold strip mill at Cleveland. One of the units 


in operation is shown above. 
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The Trend of Events 


THE WHITNEY FAILURE... In its initial impact the 
“Whitney failure was a shock and a bitter humiliation 
“to the responsible and honest men who constitute an 
joverwhelming majority in the financial center known 
as Wall Street. As the facts have become known, how- 
ever, what emerges is simply the moral breakdown of 
Fone individual—Richard Whitney. His crime is not to 
be condoned, and will not be—but with the truth now 
promptly and fully revealed there is no reason why we 
in Wall Street need hang our heads in shame. We have 
criminal laws because we know a small minority of indi- 
viduals will commit crimes. No safeguards have ever 
sufficed to make all human beings honest. An occasional 
black sheep will turn up in every class, profession and 
trade. They have not been entirely unknown in gov- 
ernment, in medicine, even in the ministry. 

The Stock Exchange authorities are to be commended 
for their quick and decisive action in this case, and for 
| their move to open to customer inspection the regular 
semi-annual audits of the financial position of member 
firms. In this publication’s opinion, however, the latter 
action does not go far enough. To the maximum degree 
that is practically possible, the fiduciary relationships 
upon which the brokerage community’s business is 
founded should be placed above suspicion. Ultimately 
this will probably involve a very considerable reorgani- 
zation of the present set-up. While strict segregation 
of functions would work hardship on various wholly 


reputable firms, we believe a commission broker should 
be exactly that and nothing else. If he is a commission 
broker, he should not be a dealer, an underwriter or a 
speculator—and his clients should be able to determine 
precisely what he is, without elaborate investigation. 


EUROPE’'S FUNDS COME HERE... Even the optimists 
who believe that the United States can remain aloof, in 
the military sense, should a serious war break out in 
Europe, cannot deny that such a disaster would have 
serious repercussions upon our economy. We have had 
a taste of the effects already. Last week at the height 
of the crisis the foreign excharg:s were completely de- 
moralized as frantic Europeans sought a sanctuary for 
their money in the United States. We may be discour- 
aged over the status of trade and industry in this coun- 
try but to the foreigner the United States is relatively 
a haven of safety. Then too there are those abroad 
who believe that history will repeat itself and that 
American companies will make as fabulous profits out 
of any impending conflict as they did in the World War. 
In the flight to the dollar which has occurred as a result, 
it is conceivable that foreign funds have lent consider- 
able acceleration to our markets. It is possible that they 
will continue to do so. 

But such transitory impulse as is derived from foreign 
capital is of questionable value. It brings us again face 





BusInEss, 





FINANCIAL and INVESTMENT COUNSELORS 


1907 — “Over Thirty Years of Service” — 1938 








MARCH 26, 1938 


747 








to face with the problem of hot money—money that is 
here today but may be called home tomorrow. For 
make no mistake about it, if our economy should dete- 
riorate markedly, or if a war embroiled nation demands 
the foreign holdings of her nationals, such funds would 
be withdrawn. Actual payment of course -would occa- 
sion us no embarrassment even if our gold stock was 
half its present size; but the withdrawal of bank bal- 
ances, dumping of securities and possibly commodities 
on the market would be less pleasant to contemplate. 


COMING SLUMP IN TAX REVENUE .. . Federal 
income tax collections during the first fifteen days of 
March reached an all time record high of $615,947,000, 
an increase of approximately 18 per cent over the figures 
for the first half of March a year ago. This indicates 
that such collections for all of March may exceed 
$800,000,000 or somewhat more than budget estimates 
had forecast. On the other hand, excise taxes and cus- 
toms duties during the balance of the fiscal year—end- 
ing June 30—will fail to come up to budget estimates. 
Nevertheless, it appears that the fiscal year will end 
without renewed deficit financing, unless Federal spend- 
ing is increased more than now seems likely. 

Despite the huge income tax revenues, the indicated 
balance between the Government’s cash income and 
cash outgo is made possible only by usiiig the Social 
Security funds as current income and by sale of baby 
bonds to investors. This synthetic budget balance is 
doubly an illusion—for the tax collector’s bull market 
is topping out right now. Present income tax receipts 
reflect relatively good level of business activity during 
three-quarters of 1937. The full blow of the depression 
will hit the Treasury in the income tax returns to be 
filed in March of next year. Meanwhile it becomes ever 
clearer that the present New Deal tax system is stifling 
private enterprise and thereby deflating our economy. 


WHAT IS THERE TO HIDE? ... In attempting to 
forestall a Congressional investigation of T. V. A. by his 
own star chamber “investigation” of the charges and 
counter-charges made by that agency’s directors, the 
President evidently did not reckon on the fighting cour- 
age of T. V. A. Chairman Arthur E. Morgan. Through 
two of these White House hearings—in which Mr. Roose- 
velt has but thinly concealed his partiality for the major- 
ity directors—Chairman Morgan has steadfastly insisted 
that his charges are properly a matter for investigation 
only by a joint Congressional committee. It is improb- 
able that Chairman Morgan will yield on this point. On 
the other hand, the President appears equally determined 
not to retreat. 

Meanwhile Senator Norris, father of T. V. A., has aban- 
doned his attempt to stack the cards by confining investi- 
gation to a formal inquiry by the pro-New Deal Federal 
Trade Commission. As a second line of defense, he now 
asks investigation of T. V. A. by a committee of five 
senators who shall be instructed not only to examine that 
agency’s administration and policies, but also to investi- 








gate whether private utilities have “obstructed” T. V. A, 
and the question whether any director of T. V. A. has 
worked with the utilities. Why this desperate fight to 
head off and then to guide an investigation? If T. V. A. 
is being administered properly and efficiently, it will not 
be harmed by a full, impartial investigation and neither 
will the New Deal be harmed. If the facts are otherwise, 
the public is entitled to have them aired by an unpacked 
joint investigating committee of Senate and House. The 
more the Administration opposes such an inquiry, the 
stronger will become the suspicion that where there is 
smoke there must be some fire. 





WE LOSE IN MEXICO ... The expropriation of prop- 
erties of American and British oil companies by decree 
of the President of Mexico is, of course, a high-handed 
violation of the rights of citizens of friendly countries. 
It is not particularly surprising, however, since Mexico 
has a revolutionary government which has been moving 
consistently Leftward for some time. Under Mexican 
law expropriated properties are supposed to be paid for 
over a ten-year period. In practice, the owners have 
reason to doubt they will ever be compensated. 

Formality of appealing the Cardenas decree to the 
Mexican courts remains, with the result probably a fore- 
gone conclusion. Whether the United States Govern- 
ment will lodge a strong diplomatic protest is conjec- 
tural—and whether such protest would do any good is 
still more conjectural. This is not the first kick Mexico 
has given us. She has defaulted on her bonds outstanding 
here, she has confiscated railway lines in which large 
sums of American capital were invested and she has 
sharply raised tariff rates on imports from America. Be- 
cause we appreciate all this our Treasury goes on subsi- 
dizing the Mexican Government by buying all of that 
country’s current silver production—which we have no 
use for—at a fancy price! As far as Mexico is concerned, 
the President’s “good neighbor” policy seems to be a 
one-way affair. 

While generalization has its hazards, it is certainly 
increasingly necessary for investors to examine the for- 
eign interests of any corporation as potential liabili- 
ties. Through the greater part of Latin-America there 
is in progress a strong nationalistic movement, whether 
its outward political aspects be Left or Right. One of 
its common themes is increasing opposition to exploita- 
tion of natural resources by foreign interests. This feel- 
ing is especially strong in Mexico. Whatever she may 
ultimately get out of the confiscated properties, the im- 
mediate effect will be loss to herself as well as to for- 
eign investors—loss in taxes and royalties. 








THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 750. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 


this issue. 
Monday, March 21, 1938. 
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BY CHARLES BENEDICT 


THE PEBBLE THAT STARTED THE AVALANCHE 


L, is a minor happening that frequently changes the 
course of events in human affairs and in the conduct of 
nations. Although in a setting of general European 
weakness, Hitler would not have dared to invade Aus- 
tria if he had not the assurance that England would 
shrink from physical intervention. On such small things 
are national destinies built. 

Hitler was hard pressed. In the defiance and manoeu- 
vering of Schuschnigg he saw defeat for German aims 
and the decline of his power. It was at precisely this 
time that the British Secretary of War Hore-Belisha 
announced that England was unwilling to again send 
troops in volume to the Continent. This was March 10, 
and on March 12 Hitler entered Austria. 

That this move was wholly unexpected was evidenced 
by the reception of the news in England and Italy. For 
a moment it seemed that the consternation in England 
would bring about the fall of Chamberlain, of which there 
is still a strong possibility. In Italy, there was nothing 
left for Mussolini but to put as good a face as he could 
on the unhappy position in which it left him and the 
grave danger it spelled for his country. It 
is significant that his subsequent speech 
to his people said nothing of further 
Italian conquest but was confined to a 
determination to defend Italy’s borders. 
On the other hand, so confident was Der 
Fuehrer, that it was a foreign office un- 
derling that received the British protest 
against Germany’s domination of Aus- 
tria, and informed the British that it 
would not be considered. 

The German reply to French assurance 
that she would support Czechoslovakia 
was to let it be known that 30,000 addi- 
tional troops with much ammunition and 
war materials were to go to Spain. The 
implication was clear, with a German 
army on the Spanish-French border and 
thousands of German troops with com- 
plete equipment moving through Austria 
toward the Czechoslovakian border. 

Thus are the powers of dictatorship 
advanced while democracies are torn 
with vacillation and indecision. It bodes 
no good for the peace of the world. 
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Wide World Photo 





England has again missed her opportunity for bold ac- 
tion. The chances for a favorable adjustment of her 
aims in Europe seem slim unless she is willing to make 
important and vital concessions to Italy whose defection 
from Germany might encourage the smaller countries 
to stiffen their backs against German aggression. In the 
East, Japan has the opportunity to pursue her conquest, 
safe in the thought that Britain dare not venture east of 
Suez. 

At the moment it seems that England would in sclf 
defense be obliged to come to the assistance of France, 
and while Russia is an unknown quantity, her man power 
might yet be a potent factor if a crisis comes. 

Meanwhile, Nazi Germany grows stronger with her 
accretion in man power and her acquisition of Austria’s 
foreign exchange, art treasures and production capacity, 
in preparation for yet other “seizures by force and vio- 
lence,” as Hitler put it, if the nations resist. 

Hitler’s demands for colonies has always been in reality 
for control of raw materials and political power. Ile 
knows that a Germany in (Please turn to page 806) 
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The "Saviours" of Austria. 

















BY ALT. 


Wir the domestic business and political outlook tem- 
porarily relegated to the background, the stock market’s 
attention during the past fortnight has been centered 
largely on two things—the threat of a general European 
war and the acute financial crisis confronting our rail- 
roads, as reflected in persistent liquidation of rail bonds 
and equities. At the moment the European tension ap- 
pears to have relaxed a bit and the sorely tried market, 
grateful for even temporary relief, has 
treated itself to a moderate rebound 
after the sharpest reaction in many 
weeks. 

It is possible to hope that this 
latest in the long series of European 
crises will cool off, as have preceding 
war fevers, and that the ultimate show- 
down may again be deferred. If so, 
such an _ interlude would possibly 
permit another trading  rally—but 
leave the somber question of Euro- 
pean war by no means answered. 

Considering the disheartening news 
with which the market has had to con- 
tend, the resistance shown by the gen- 
eral run of industrial stocks has been 
notable. In the face of new lows for 
rail bonds and stocks and for utility stocks, sharp reac- 
tion in the London, Paris and Amsterdam markets and 
quite the blackest war clouds that have loomed over the 
world since 1914, decline in the industrial section of the 
market again halted—for the fifth time—at approxi- 
mately the bottom of the broad trading range that has 
been maintained thus far since the third week of last 
October. 

There are several inferences to be read from this per- 
formance. (1) The marginal speculative position is rela- 
tively light, so that in this respect the market is less vul- 
nerable than it was in the August-October decline. (2) 
The new short-selling rule has evidently made it less easy 
for professional traders to accentuate a reactionary trend 
by exploitation of unfavorable news. (3) Investors by 
and large are reluctant to liquidate industrial stocks 
which appear to have any promise of ultimate recovery. 
(4) Buyers have been found waiting thus far every time 
prices approached the lower level of the trading range of 
recent months. 

However uncertain the outlook here and in Europe, it 
is not at all difficult to understand why pressure of in- 
vestment liquidation is relatively light. We have an 
idea that the reasoning of the majority of investors is 
about as follows: 

“Business is already about as low as it usually goes in 
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depressions. It looks like it may be scraping bottom. 
Anyway, it ought to be fairly close to bottom unless we 
are in for something like the 1929-1933 collapse. My 
stocks are paid for. Why should I sell? Maybe they'll 
go still lower, but sooner or later they ought to go a lot 
higher—unless the country is going to the dogs. Things 
look better in Congress and that ought to help. They’ve 
got to have things looking better before the election next 
November, Europe? Pretty bad. So 
what? The last war knocked the stuff- 
ing out of the market but people were 
suckers to sell. They went plenty 
higher not long after the Stock Ex- 
change opened for business again. No, 
I’m sitting tight.” 

Now, of course, it is not possible to 
appraise with any degree of accuracy 
the quality or the wisdom of the buy- 
ing that has come into the market on 
the recurrent reactions so far this 
year. There may or may not be more 
than temporary significance in the 
fact that some sizeable blocks of 
leading industrials have been ab- 
sorbed recently with considerably less 
depressing effect than resulted from 
similar sales during the closing months of last year. 
While the market is still thin, instances of extreme 
spread between bid and asked prices appear to be be- 
coming less frequent. Generally speaking, bu ing when 
the market looks terrible can always }e consid- 
ered “good” buying in the sense that it is certain- 
ly not light-waisted marginal buying. But that such 
“good” buying may be assumed to be necessarily smart 
in its timing does not follow. A majority of investment 
trusts and banking firms—including some enjoying 
repute for great market acumen—were caught flat- 
footed in the market collapse that began last August. 
Perhaps the “good” buyers are now right, but since most 
have been known to go wrong at times heretofore, what 
they think now falls short of proof either that the lows in 
industrial equities have definitely been seen or that im- 
portant advance is near. There always are buyers. 
Otherwise there would be no market. Odd lot transac- 
tions have shown a balance of buying for months. It 
would be something new if this proved smart. 

In relation to longer term investment or speculative 
policy, however, the fact is that we thus far lack a con- 
vincing basis on which we can proceed to a reasoned 
opinion which is either definitely bearish or definitely 
bullish. The market would not have remained in a 
trading range for five months if well informed investors 
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Majority of industrial equities have shown encouraging re- 


sistance to much bad news, improving the prospect for a 


rally. Evidence as to the longer term trend of both mar- 


kets and business remains 


—including business men in a position to know from 
week to week the trend of sales and profits in their own 
corporations—had been able to make up their minds as 
to the outlook. A trading range market reflects a com- 
posite indecision or doubt in longer term investment and 
speculative opinion. So far this year we have essentially 
a stalemate in the market, in business activity, in the 
credit factors and in the commodity price trend—with 
changes too small to throw any real light on the outlook. 

Before the days of artificial credit control the stock 
market responded promptly to changes in the financial 
factors. It initiated major advances or declines well in 
advance of confirmation from the visible trend of busi- 
ness, thus getting its former reputation for forecasting 
major turning points in business. Under the New Deal 
credit control has been still further tightened and many 
financial reforms have been introduced. The effect 
seems to have been to make the market less responsive 
to credit changes and more inclined to await the actual 
evidence as to business trend. Thus we saw a trading 
range market for the twenty-one months between July, 
1933, and April, 1935. Through that period the Govern- 
ment was pumping billions of credit into the economic 
system and it seemed certain that eventually this would 
produce a business recovery. Yet the market waited to 
see the evidence of such recovery. 


inconclusive and 


inadequate. 


Today the Government is not pumping out credit, 
and both business borrowing from the banks and cor- 
porate security financing are at low ebb. In such a 
negative setting, the recent moderate rise in our per 
capita business index may or may not be significant. 
On the sum total of the evidence to date, the conserva- 
tive policy must be to defer longer term commitments in 
common stocks, for in the absence of adequate evidence 
one is guessing rather than reasoning. Such a watchful 
waiting policy naturally implies that longer term buyers 
will miss bottom, but the premium paid will not be ex- 
cessive and will be well worth the price. Meanwhile 
precedent suggests that under depression conditions first 
quarter rallies should be viewed with the reservation 
that the forepart of the second quarter has usually pro- 
vided more illuminating evidence as to the underlying 
business and market positions. 

There is, of course, no basis for a rational conviction 
as to what will happen in Europe or when. As late as 
Friday, March 19, with a vast German army pouring 
through Austria toward the borders of Czechoslovakia 
and Yogoslavia, it appeared that a general war might be 
imminent—since both France and Russia had formally 
declared they would fight to preserve Czechoslovakia. 
Hitler, however, has apparently again changed pace. For 
how long, no one else knows. ; 
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President Roosevelt is very obviously on the defensive, 
a role to which he is unaccustomed, but which he is 
handling better than Hoover did under somewhat simi- 
lar circumstances. With the full force of the business 
recession bearing down on the White House, and Con- 
gress in a quiet sit-down strike against new reforms, he 
is attempting to wait out the storm. He has no other 
choice at present. 

Current publication of his early press conference 
remarks and his March 4 anniversary declaration that 
the old ship of state is on the same course are part of 
a deliberate plan to cover up inaction by reviewing 
dramatics of early New Deal days and recalling the 
“objectives” so popular then. He is trying to talk off 
deflationary factors, hoping for business to turn “that 
corner,” struggling desperately to save face for the New 
Deal and keep his party in hand. 


Momentum is gone from the New Deal. Its “idea 
boys” are split among themselves, distrust each other, 
and F. D. R. is sufficiently astute to accept the word 
of politicans with ears at the grass roots that the na- 
tion’s enthusiasm for reform has run out. (The tide 
started ebbing a year ago with the Court plan.) But if 
business recession appears to be getting much worse 
about time Congress prepares to adjourn, look for new 





WASHINGTON SEES— 
Roosevelt on the defensive. 
Home district politics dominating Congress. 
F H A enthusiastic over housing interest. 
Regional power authorities’ plan dead. 
Bank holding company legislation doubtful. 


Food and drug bill nearing enactment at last. 


Tax bill action significant of a trend. 











bold, desperate inflationary moves, denunciation of reac- 
tionaries, demand for social reforms. A moderate busi- 
ness upturn this spring would pull Roosevelt out of a 
hole, but would also forestall new radical steps by prov- 
ing the correctness of the moderates within the Adminis- 
tration. 


Congress is politics-minded, business-minded, in that 
order. But safe politics is no longer merely adherence 
to Roosevelt’s coat-tails. Roosevelt is not up for elec- 
tion this fall, Congressmen are. Constituents are de- 
manding freedom from unsettling reform proposals and 
restoration of business confidence. Rovusevelt has ac- 
cepted this situation and will not ride herd on Congress 
so long as it saves the New Deal’s face by not repudiat- 
ing objectives and by enacting legislation which can 
be claimed is in line with Roosevelt’s principles. Thus 
Congress can sail with the popular wind without com- 
ing to a show-down with the President. 


1940 politics overshadow current. Most of the many 
elements want to hold the Democratic party together 
along modified New Deal lines. Present feeling is that 
Roosevelt will not be a candidate unless a serious de- 
pression induces him to head a new radical party. 
Therefore both ardent New Dealers and the more con- 
servative Congressmen and practical politicians are try- 
ing to prevent open splits and unhealable sores, but are 
striving to influence the shaping of events and trends. 
The Federal Government and national politics are now 
a more democratic process than for five years, and only 
a near-panic in business can reverse this trend. 


Tax revolt in both House and Senate against important 
features of undistributed corporation earnings tax is as 
important symptomatically as practically—shows extent 
to which Congress is business-minded and waning influ- 
ence of Administration. But White House will try hard 
to save face by retaining the principle (possibly even to 
extent of a veto threat) and will seek other ways of 
reaching closely-held corporations. Roosevelt believes 
taxation should be chiefly for social reform, Congress 
feels revenue yield and fair treatment should be major 
considerations. 
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Salary publicity repeal, except on very large salaries, 
probably will stick in spite of Roosevelt’s opposition, 
because of complaints from small business constituents. 
Another example of where Congressmen are taking their 
orders. 


Pork tariff imposed by House in guise of excise tax 
has thrown consternation into Administration ranks; 
seriously upsets Hull’s reciprocity program and Wallace 
fears foreign retaliations on American farm exports. 


Processing taxes on wheat and cotton will be pushed 
by farm groups soon with tacit Administration support. 
Effort will be made to keep them relatively low and 
graduate them according to value of product. Effect 
would be to keep U. S. prices above world level. Money 
would go into general funds, not earmarked for farmers, 
but most of it would eventually be used to swell benefit 
payments. 


Chain store tax proposal is getting much consideration 
in and out of Congress. Advocates are keeping it alive 
without attempting action this session; chains are organ- 
izing war chest to educate consumers on benefits of mass 
distribution. Both plan to make it an issue in fall elec- 
tions, and many politicians—and 
manufacturers—will soon be put on 
the spot. 


Philippine independence post- 
ponement idea is gaining, and Ad- 
ministration is receptive to idea of 
reopening question because of Far 
East situation and difficult econom- 
ic conditions facing the Common- 
wealth, although chief factors in 
voting Islands’ freedom were de- 
fense problems and opposition of 
domestic interests to Philippine im- 
ports. 


Trade mark law revision, long 
sought by many industries, may 
be enacted this year or next, adopt- 
ing European system of immedi- 
ate registration instead of present 
method of proving use _ before 
registration; also bringing U. S. 
into international trade mark con- 
vention. 


W P A price study, apparently set 
up with strong anti-chain slant, is 
violently opposed by Federal Trade 
Commission (probably spurred by 
interests opposed to resale price 
maintenance) on ground it would 
conflict with and disparage F. T. C.’s 
current price investigation. F.T.C. 
found out about it on eve of pro- 
posed announcement and_ raised 
enough fuss to cause reconsid- 
eration and at least temporary 
delay. 
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F H A mortgage applications are rolling in so fast 
officials are holding their breath, scared to talk about it. 
Maybe it’s just an accumulation of home-buying plans 
deferred until new law was passed, but if the trend keeps 
up another month it will be hailed as the start of the 
long-awaited housing boom and talk of subsidies and 
other stimulants will be dropped. Interest in private 
financing of group and apartment housing is also keen. 


Co-op car may be put on market in near future if plans 
attributed to United Auto Workers Union materialize. 
U. A. W. A. is said to be seeking financing to take over 
an idle Michigan plant, make new small car of standard 
design, use unemployed union men working on coopera- 
tive basis. Consumer co-ops throughout the country 
now retailing gasoline and other things would provide 
large number of initial outlets. Many Government offi- 
cials believed to be sympathetic, but Federal financial 
aid highly improbable. 


7 TV A's bill will be enacted minus the 7 T V A’s. In 
order to get some law on the books, Administration has 
capitulated and agreed to a redraft eliminating all jokers 
which might permit new power projects by executive 
action. 









Photo by John S. Coburn 


Factory lights at dawn. 


Business in the Second Quarter 


What Can Be Expected 


Disne present indications it ap- 
pears likely that total business 
activity during the second quar- 
ter of the year will average at 
least moderately higher than the disappointing volume 
of the first quarter. As compared with the present level, 
however, a gain of nearly 9 per cent would be required 
to restore our adjusted index of business activity per 
capita even to the average level of December, which at 
the time was considered very poor. Moreover, it is open 
to some doubt whether the comparison with a year ago 
will be improved over the next three months, since per 
capita activity averaged 98.3 per cent of the 1923-1925 
level in the second quarter of last year, as compared 
with only 93.6 per cent during the first quarter. 

At the present time, nevertheless, the trend of busi- 
ness is more important than the scope of percentage 
gains or the percentage comparisons with a year ago. 
After the great decline of the closing months of last year 
and the virtual business stalemate of recent weeks, any 
improvement at all will be encouraging. Most transi- 
tions from depression to recovery are relatively slow, 
with nothing statistically impressive about the gains 
from week to week or even month to month. 

The present economic position is spotty. In some 
industries, mainly in the field of consumption goods, 
substantial cost, price and inventory adjustments have 
been made. In others serious problems remain to be 


solved. Even the most hopeful business men are cau- 
tious, as is natural following a serious economic re!apse— 
the second one in less than eight years. In the absence 
of extraordinary stimulants from Washington, the best 
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BY JOHN D. C. WELDON 


that can be rationally hoped as 
regards the months just ahead is 
that they will in general consti- 
tute a period of adjustment and 
gradual economic recuperation—laying a foundation for 
resumption of broad cyclical expansion when, as and if 
the political outlook and the prospect for profits are 
sufficiently clarified to restore business and investment 
confidence. As far as can be seen at the present time, 
no dynamic New Deal remedies are going to be applied. 
That is gratifying—from a longer term point of view— 
because the more we rely on Federal stimulants, the 
further we postpone the privately-financed expansion 
cycle that all desire. 

Meanwhile, however, it is not to be expected that 
private capital will go back to work promptly and 
actively. It is still timid and doubtful, and with good 
reason. The tangible and psychological restrictions 
placed upon it by the present Government are thus far 
in process of only moderate relaxation. The pending 
changes in Federal taxes, while definitely and impor- 
tantly favorable, are only a start toward revived investor 
and business man confidence. 

The essential requirements needed to restore the 
normal productivity of our economic system can be 
simply stated. The owners and managers of capital 
want to be assured that the Government believes in and 
imtends to preserve the traditional profit system. They 
want the Government to function as a fair and impartial 
umpire in the game—making the rules plain and avoid- 
ing freque ¢ changes in them—rather than as a partisan 
boss. They do not expect that all that the New Deal 








THE MAGAZINE OF WALL STREET 



















ed as 
ad is 
onsti- 
f and 
n for 
nd if 
; are 
ment 
Lime, 
lied. 
2wW— 

the 
\sion 


that 
and 
00d 
ions 
| far 
ling 
por- 
stor 


the 
be 
ital 
and 
hey 
tial 
yid- 
san 


eal 




















has done will ever be undone. They would be well con- 
tent with a sane, middle-of-the-road liberalism in the 
policies of the Government. 

It is certainly on the favorable side that recent de- 
velopments appear to indicate a drift toward practical 
conservatism in the political picture. Possibly further 
political events—such as some of the coming primaries— 
may quicken the pace of reviving confidence. The im- 
portance of the political factor can scarcely be over- 
emphasized, for it is obvious that unless and until private 
capital has confidence in the policies and intentions of 
the ruling political regime it will not assume long-term 
risks. As long as it will not assume long-term risks in 
normal degree, we cannot possibly have an adequate 
recovery in the vitally important capital goods sector 
of our economy—and if we cannot have that we cannot 
have a real recovery, for no amount of activity in con- 
sumption goods, with or without the stimulation of 
Federal deficit spending, can re-employ more than a 
fraction of the workers now jobless or restore a national 
income adequate to maintain the living standard of our 
people and at the same time provide the enormous taxes 
that have become permanent. 

It need hardly be said that any improvement we get 
in business over the next three months will have little 
or no relation to a confidence-based major expansion 
cycle. Industrial production has fallen much faster and 
further than consumption or consumer purchasing power. 
Such gains as we get in the next quarter will in the main 
represent a corrective upward adjustment of production 
to immediate consuming needs, plus—perhaps—normal 
seasonal gains that usually occur in the first quarter but 
which this year have thus far been deferred. 

One reason for the relatively poor showing of the 
adjusted business indexes in recent months has been 
not so much the actual additional shrinkage in business 
but the absence of the seasonal progress due in this 
period. For the same reason—since normal seasonal 
expectancy in the second quarter is for less actual busi- 
ness expansion than in the first quarter—it is possible 
that adjusted composite indexes may make a better 
showing over the near-term than the actual business 
change shown in unadjusted statistics. 

Most recent statistics appear to indicate slackening, 
if not cessation, of the decline in employment, but shrink- 
age of payrolls continues, reflecting salary and wage 
reductions which, as usual, are falling most heavily on 
non-union groups of employees. Composite price of 
farm products has been relatively stable for some weeks 
but it now stands more than 23 per cent under the level 
of a year ago. Cash farm income in the second quarter 
will probably be 15 to 18 per cent lower than a year ago. 
Marginal purchasing power of farmers—purchasing 
power over and above fixed charges and subsistence 
needs—will show a decline larger than these figures 
imply. Decline in national purchasing power is being 
reflected in an increasing shrinkage in retail trade, as 
compared with a year ago. Second quarter trade, on a 
national average, is likely to be at least 12 to 14 per cent 
under the year ago level. 

In view of present trend of purchasing power and 
trade, improvement now visible in shoes, textiles, paper 
and other necessity goods will have inevitable limita- 
tions, but second quarter showing in these industries will 
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nevertheless be considerably better than in the first 
quarter. 

As in every depression, however, the real seat of the 
present economic malady is in consumers’ durable goods, 
construction and capita: goods—all representing post- 
ponable expenditures. 

Some progress has been made in reducing inventories 
of used cars, but new car inventories apparently remain 
high, with factory production geared closely to weekly 
dealer sales. There is certain to be a substantial increase 
in dealer and factory sales during the second quarter, 
but such is the normal seasonal expectation. Second 
quarter factory sales last year exceeded first quarter 
total by more than 300,000 cars. It would seem con- 
servative to estimate second quarter factory sales this 
year at between 800,000 and 900,000 cars, which would 
compare with 1,614,000 in the same period of 1937. 

Due to the seasonal factor, it is open to question 
whether adjusted indexes of motor production will show 
any gain in the second quarter. At best, total business 
activity will get only modest help from the motor in- 
dustry. Moreover, unless there is a marked change in 
the economic picture, third quarter decline in motor out- 
put probably will be of more (Please turn to page 795) 





THE BUSINESS PROS AND CONS 


Favorable Factors 


Probability of drastic revision of undistrib- 
uted earnings and capital gains taxes. 


A tacit moratorium on further New Deal 
experiments. 


Increasing pro-business sentiment in Con- 
gress. 


Decline in business activity appears to have 
terminated. 


Prices of raw materials seem to have made 
a firm bottom. 


Inventory and cost adjustments in consump- 
tion goods industries appear substantially 
complete. 


Unfavorable Factors 
Inventories of durable goods remain high. 
Stocks of raw materials continue to mount. 


Consumer purchasing power shows further 
decline. 


Manufacturing costs have not been ade- 
quately adjusted. 


Increasing fear of major European war. 


Business and investment confidence remains 
lacking. 















A Commentary on the Proposed 


British-American Trade Treaty 


BY DR. MAX WINKLER 


a trade at any price and regardless 
of sacrifice! This seems to be the leitmotif 
of the policy which has been and continues 
to be pursued by the Honorable Cordell 
Hull, Secretary of State. So-called Recip- 
rocal Trade Treaties have been concluded 
with a number of countries. 

At the beginning of 1938, agreements 
were in operation with sixteen nations, 
accounting for well over one-third of the 
total foreign trade of the United States. A 
trade treaty with a seventeenth country, 
the Republic of Czechoslovakia, has just 
been concluded, and prospective negotia- 
tions have been announced for four addi- 
tional agreements. Upon the conclusion of 
these negotiations, trade treaties will have 
been made with countries normally repre- 
senting close to 60 per cent of the total foreign trade of 
the United States. Secretary Hull has made these treaties 
the keystone of his foreign policy, holding that “expansion 
of world trade is a necessary condition of world peace.” 

It was in the course of 1933, almost immediately after 
the advent of the Roosevelt Administration, that Secre- 
tary Hull evolved and perfected his foreign trade policy, 
bringing to fulfillment an ambition and a dream he has 
long cherished. Business activity, the Secretary con- 
tends, and the return of normality or even prosperity, 
are dependent upon foreign commerce, and in order to 
effect an expansion thereof, existing barriers must be 
removed and rigidly protective levies reduced. His ob- 
jective was the creation of an economic inter-dependence 
of nations, a pre-requisite to world peace and tran- 
quillity. The United States would take the lead. The 
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Results of Reciprocity 


















Loading machinery for England. 


underlying motive of the various treaties with other 
countries was the principle of reciprocity, the quid-pro- 
quo. The United States would grant concessions but 
would in turn receive corresponding benefits. To what 
extent this objective has been attained will be evident 
from statistics presented in the accompanying table. 
How much the principles of world peace have been aided 
by the Secretary’s policies, will be borne out by the hap- 
pening in Spain, by Italy’s conquest of Ethiopia, the 
Sino-Japanese conflict, events in Central Europe, and 
happenings south of the Rio Grande. 

Of the four additional agreements which are expected 
to be concluded the one with Great Britain ranks prom- 
inent because of the very important role which that 
country occupies, not alone in its commercial relations 
with the United States, but in the realm of international 
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trade in general. The desire on the part of the United 
States for an agreement with Britain is in line with 
Secretary Hull’s ambition: to expand the volume of 
America’s trade and to further the cause of world peace. 

What are Great Britain’s reasons for desiring a trade 
agreement with the United States? For the past several 
years, notably since the commencement of the world 
economic crisis some nine years ago, economic, fiscal, as 
well as political conditions in Great Britain have been 
growing more and more unsatisfactory. Her debt was 
mounting; her investments abroad due to defaults and 
repudiations were yielding less; her so-cailed short term 
commitments proved uncollectible except at marked 
sacrifices; her overseas trade was declining; industrial 
profits were being curtailed and unemployment was ris- 
ing. The situation was greatly aggravated by a most 
unfortunate foreign policy which greatly impaired the 
nation’s prestige both at home and abroad. 

To revive her economy and restore business activity, 
as well as for self-protection, Great Britain appealed to 
her people to grant gigantic appropriations for a na- 
tional defense program. Attention was directed to the 
steadily increasing dangers in all parts of the world, to 
the growing threats to Great Britain’s very existence. 
The nation was impressed and vast sums were voted 
for a military and naval program. 

The process of expending huge sums for distinctly 
non-productive purposes, however, cannot be carried 
on indefinitely. Great Britain is neither anxious 
nor in a position incessantly to supply funds for defense, 
and is seeking salvation across the Atlantic, where thir- 








teen billion dollars worth of gold are lying idle, pre- 
sumably awaiting America’s neighbors to ask for it. 
Americans will soon begin to learn of all the disadvan- 
tages, nay, dangers incident upon the ownership of so 
much of the yellow metal, and the advantage, nay, the 
desirability of effecting a prompt redistribution of it. 

The present setback in Britain’s economic and 
financial conditions will be attributed to America’s re- 
fusal or hesistancy to part with a substantial portion of 
the gold. The Salters and the Stamps, the Normans and 
the Niemyers have already begun to “educate” the 
American people. They may and probably will succeed. 
It happened once before when American dollars were in- 
strumental in effecting the economic rehabilitation of a 
war-torn and insolvent world, costing the American 
people billions of dollars—now irretrievably lost. Amer- 
icans will be told that in order to save themselves they 
must save the rest of the world, and that in order to 
salvage old loans they must grant new ones. 

How gullible the American people will prove this time 
is difficult to state. They may have learned little from 
their past experiences. Time alone will tell. Their con- 
tinental teachers are very systematic and methodical. 
They proceed slowly and cautiously. A trade treaty is 
to serve as a preamble. Discussion of the so-called 
political debts will follow. Times have changed since 
these loans were created and altogether different condi- 
tions prevail now compared with those which obtained 
when these debts were funded. A settlement must be 
made in the light of such changes. 

Americans are easily satisfied. A mere bagatelle will 





How Reciprocal Trade Treaties Have Worked 
(In Millions of Dollars) 






















































Increase 
U. S. Exports U. S. Imports (in %) U. S. Favorable 
Date of to rom Exports Imports Trade Balance 
Treaty 1937 1933 1937 1933 1937 over 1933 1937 1933 

BEE ciao se nos ocd cleikaiw'sre 9- 3-34 $92,282 $25,092 $148,000 $58,436 267.8 153.3 $55,718 $33,344 
et. edeores ois oes 5- 1-35 59,137a 43,267 75,089 23,176 36.7 223.9 15,952 20,091 
BNR cove oss, 6 vite shark dc83% 6- 3-35 4,083 3,595 2,895 803 13.5 260.5 1,188 2,792 
MN i o.0254 sak 6k 0 60% 8- 5-35 64,449 18,598 58,700 30,971 246.5 89.5 5,749 12,373 
UR Ye nets ness ts ioaes4a% 1- 1-36 68,631 29,725 120,639 82,618 130.8 46.0 52,008 52,893 
Ee ee 1- 1-36 509,508 210,529 398,538 185,124 142.0 115.2 110,970 25,405 
Netherlands............... 2- 1-36 153,343 65,920 187,569 70,558 132.6 165.8 34,226 4,638 
Switzerland............... 2-15-36 9,623 7,506 26,863 14,539 28.2 84.7 17,240 7,033 
ee 3- 2-36 5,568 5,029 5,674 7,046 10.7 19.4) 106 2,017 
IR sad oils ce eee dee 5-20-36 39,200 14,754 52,329 47,636 165.6 9.8 13,129 32,882 
Guatemala................ 6-15-36 7611 3,097 9,611 3,483 145.4 175.9 2,000 386 
EE res 6-15-36 177,844b 126,495 93,146d 52,147 40.5 78.6 84,698 74,348 
eer ee 10- 1-36 3,400 2,095 3,100 2,224 62.2 39.3 300 129 
DR csiisavesisaesrses 11- 2-36 12,268 3,462 17,573 8,915 254.3 97.1 5,305 5,453 
a 5-31-37 3,628 2,320 8,563 2,107 56.3 306.4 4,935 213 
MUM WUND s osG A ciercceseese 8- 2-37 4,416 2,423 4,434 3,943 84.7 12.4 42 1,520 
Total Treaty Countries,....  ...00.60- $1,215,051 $563,907 $1,212,723 $593,726 115.4 104.2 2,328 29,819 
Total non-Treaty Countries. ......... 2,129,949 738,093 1,871,277 539,274 188. 5 246.9 258,672 198,819 
DRG Gasiase @ceseeare $3,345,000 $1,302,000 $3,084,000 $1,133,000 “156.9 9 172.1 $261,000 $169,000 


Figures underscored represent decreases or unfavorable trade balance. 


a—In Dr. Chalmers’ report the figure is given as $95,100,000. The above figure was supplied by the New York office of the Bureau of Foreign and 
Domestic Commerce. 


b—In Dr. Chalmers’ report the figure is given as $181,300,000. 


c—In Dr. Chalmers’ report the figure is given as $191,000,000 (itemized as follows: Netherlands proper, $53,300,000; Netherlands Indies, $115,200,000; 
Netherlands West Indies, $19,500,000—which adds up to $188,000, 000). 


d—tIn Dr. Chalmers’ report the figure s given as $94,800,000. 
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TRADE WITH GREAT BRITAIN 


Chief of the Division of Foreign Tariffs 
of the U. S. Department of Commerce 





admits that “several powerful influences 
other than trade agreements have been 








at work during the past two years to 
increase the volume of foreign trade.” 
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While Dr. Chalmers’ statistics com- 
paring American foreign commerce in 





1937 with 1936 and the average figures 
for 1934-35 are interesting, a more en- 
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lightening picture is obtained from a 
comparison of last year’s figures with 
those for 1933, the year in which Mr. 
Hull’s policy was evolved and perfected. 
Another reason for choosing 1933 as the 
logical “base” year resides in the fact 
that the first treaty was concluded a 
year later. 

From the table accompanying this 
article the following significant obser- 
vations may be made: 











1. While America’s total exports in 








Principal Items in Trade Between United States 


and United Kingdom 
We Export to U. K. 


in order of annual value 


1937 showed a gain of 156.9 per cent 
over 1933 and exports to non-treaty 
countries rose 188.5 per cent, sales to 
the sixteen countries with which trade 
agreements are in force, increased only 
115.4 per cent. 


1. Tobacco 7. Machinery 13. Office equipment 2. The gain in exports to non-treaty 
2. Raw cotton 8. Lumber 14. Copper countries in 1937 compared with 1933 ex- 
3. Fruits and nuts 9. Chemica!; and drugs 15. Salmon ceeded the increase in exports to every 
4. Gasoline and oil 10. Automobiles 16. lron and steel one of the treaty countries excepting 
5. Preserved fruits 11. Furs and skins 17. Barley Cuba, Finland, and Sweden. 
6. Meats 12. Electrical goods 18. Lead 3. While America’s total imports in 
1937 showed a gain of 172.1 per cent 
We Import from U. K. over 1933 and imports from non-treaty 
in order of annual value countries one of 246.9 per cent, pur- 
1. Whiskey and spirits 6. Works of art 11. Cotton goods chases from the sixteen treaty countries 
EY EE 7. Tea* 12. Books increased only 104.2 per cent. 
3. Linens 8. Wool 13. Creosote oil 4. The gain in imports from non- 
4. Woolens 9. Platinum 14. Machinery treaty countries in 1937 compared with 
5 Tin 10. Burlap 15. Vegetable oil 1933 exceeded the increase in imports 





* Re-exports from Britain. 


from every one of the treaty countries 
excepting Haiti. 


5. While in 1933 the United States 





be offered in settlement. It will be accepted and hailed 
as most constructive. The Johnson Act, barrier pro- 
hibiting loans to countries in default on their debts to 
the United States Government, will thus be eliminated 
and the road will be opened for new loans and credits. 
Administration circles and their spokesmen have been 
attributing the relatively marked gains in America’s 
foreign trade during the past two years to the Trade 
Agreements Program of the State Department and its 
Secretary, the Honorable Cordell Hull in particular, 
apparently ignoring or minimizing the fact that during 
the same period there has been an appreciable gain in 
world trade in general compared with conditions existing 
in the years 1930-1933. It is of interest to note that in 
a recent study analyzing the 1937 results under the 
Trade Agreements Program, Dr. Henry Chalmers, the 
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had an unfavorable balance of trade 
with the sixteen treaty countries aggregating $29,819,000, 
last year, the balance in favor of the United States 
amounted to $2,328,000. On the other hand, the favor- 
able balance with non-treaty countries increased from 
$198,819,000 in 1933 to $258,672,000 in 1937, bringing 
the total favorable balance for last year up to $261,000,- 
000 compared with $169,000,000 in 1933. 

Attention may also be directed to the following: 
Twelve of the sixteen treaty countries have dollar bonds 
outstanding in the hands of American investors, insti- 
tutions, as well as individuals. Eight of the twelve are 
either in complete or partial default on their contractual 
commitments. Despite the benefits accruing to the 
various countries as a result of the trade agreements, 
many do not apparently see their way clear to respect 
their engagements to their American benefactors. 
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The Trend of World Markets 


BY J. S. McCORD 


Teen is a strong and vocal public opinion against 
the United States “getting mixed up in the affairs of 
Europe.” The fact is that we are “mixed up” in the 
affairs of Europe right now and long have been; and 
Europe is “mixed up” in our affairs. As the charts 
here show. vast tidal movements in economics and 
finance can never be confined to one country. If there 
is a general war and if we manage to stay out of it, 
our economic activity and our markets will nevertheless 
be directly and greatly affected as they were between 
1914 and the time we entered the World War. 

In these charts of stock trends, there are more paral- 
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lels than differences. All four markets topped out in 
1929, with ours only six months behind the others. It is 
interesting to remember that in the chain of deflationary 
events which started in 1929 the first link was a financial 
crisis in Austria. London, Amsterdam and New York 
made bottom in the summer of 1932. Paris went on 
down until the franc was devalued in 1936, then ad- 
vanced sharply. London, New York and Paris topped 
out in the spring of 1937, with Amsterdam following 
several months later. In the light of these similarities, 
recent sharp declines in London, Paris and Amsterdam 
must be viewed with misgiving. 
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cm freight rate decision of the Interstate Commerce 
Commission is extremely disappointing both because of 
the inadequacy of the increase granted and because of 
the confused and confusing attitude taken by the Com- 
mission in the reasons advanced for its action. 

As to the scope of the increase, it appears that the 
freight rate structure will be lifted by slightly more than 
5 per cent. On the basis of the existing traffic level, this 
could hardly increase gross revenues by more than 
$150,000,000 a year. There will be little or no benefit 
during the first quarter. Assuming no more than sea- 
sonal increase in car loadings during the next three 
quarters—which may possibly be over-pessimistic—the 
addition to revenues this year would be around $125,- 
000,000. This would be, roughly, 20 per cent of fixed 
charges, exclusive of taxation, but considerably less than 
the increased operating costs foisted on the roads 
since 1936. 

As to the official attitude taken, it leaves one decidedly 
puzzled as to just what is the proper rate-making func- 
tion of the Commission under the present provisions of 
the interstate commerce act. The broad original pur- 
pose of Federal regulation was to protect the public from 
exorbitant rail charges and from unfair or discriminatory 
practices. More and more the Commission goes beyond 
the original purpose of its existence. More and more it 
assumes the functions of railway management. 

At one point in the decision the Commission states 
that because of unpredictable traffic volume and chang- 
ing cost factors, it cannot calculate either the deficiency 
in present rail earning power or the amount of revenue 
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Whats Ahead 
for Rails ? 


IC C Freight Rate Deci- 
sion Provides Insufficient 


Help for Many Roads 


BY H. F. TRAVIS 


that will be yielded by the rate increase granted. At 
another point it contradicts this by finding that a general 
15 per cent rate increase—the amount asked by the 
carriers—would produce more revenue “than is reason- 
ably necessary” to meet the needs of the railroads and 
that such an increase would “stifle traffic.” 

The question of whether the requested increase would 
or would not establish exorbitant rates apparently did 
not enter into the decision. The question of whether 
the 5 per cent increase granted would permit a reason- 
able return on the actual property investment of the 
carriers—and it will, of course, not do so—also appar- 
ently did not come in for much attention. Instead, the 
Commission concerned itself mainly with the possible 
effects of a rate increase upon the volume of traffic and 
upon the national economy. 

In its own words, it “must consider the effect on the 
movement of traffic of the rates as they are and as they 
may be increased.” Also, it “must give weight to the 
conditions which prevail in the several industries of the 
country and to the respective general and comparative 
levels in market value of the various classes and kinds 
of commodities, etc.” 

Thus, the Commission abrogates to itself not only the 
management of the railroads but the duty of managing 
a goodly part of the national economy! . 

Well, the railroads still need to be saved. They need. 
among other things, to be saved from an Interstate 
Commerce Commission which has forgotten the spirit— 
but not the letter—of the law that it was set up to 
administer. They need to be saved from a Congress 
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and an Administration whose errors of omission and 
commission have been largely responsible for their 
present plight. They need an all around new deal in 
the external relationships, over which rail management 
has no control, far more than they need an internal 


| housecleaning. 


If the railroads are to survive and remain under pri- 
vate ownership, there are only two ultimate alternatives. 
Either revenues must be substantially increased or 
operating costs must be substantially reduced. These 
possibilities can be simply and briefly explored. 

Revenues can be increased in two ways. First, a broad 
recovery in heavy industry, including construction, 
would work wonders for rail revenues. Regardless of 
increased costs and motor truck competition, the ele- 
mentary fact is that the temporary New Deal recovery 
did not adequately increase the kind of traffic needed to 
provide satisfactory railroad revenues. It was in the 
main a consumption goods recovery. Depending largely 
upon the policies of the Government, we may or may 
not ultimately get a normal, privately-financed activity 
in capital goods and construction. If we do not get it, 
the future is indeed dark for the railroads—and for the 
country. If we do not get it this year extraordinary 
measures of cost reduction or Federal subsidy will be 
required to save some important roads from bankruptcy. 
The other way to raise revenues is to increase rates. 
As to this, at least for some time to come, the last word 
has already been spoken—and it is not enough. It may 
be noted, however, that had the Commission granted a 
12 per cent increase, it would merely have restored the 
rate structure of 1931—a rate structure not out of line 
with former rate levels, not out of line with general eco- 
nomic levels and far lower than in most other countries 
of the world. 

It would be possible for Congress to direct the Com- 
mission by law to impose higher rates, but it is highly 
improbable. Logically, there should be a coordinated 
Federal regulatory policy applied to all common carriers 
engaged in interstate commerce—coordinated as to rates, 
Federal taxation and Federal subsidies. If the idea of 
putting a floor under wages—ardently desired by the 
Administration—is valid, why not a floor under the rates 
charged for freight transport by rail, water or moter 
truck? Why not a floor that will provide at least a 
subsistence level for all, leaving competition largely 
a matter of efficiency? Neither the rail nor the 
water nor the motor carriers are now paying their 
way. 

Turning to the alternative of cost reduction for the 
railroads, the possibilities are distinctly limited. Before 
one gets excited over talk of “over-capitalization” or the 
economies which in theory might be obtained through 
consolidating the railroads into a few great systems or 
in one single system, it will be well to take a look and see 
what the costs actually are. A railroad collects a dollar 
of gross revenue today. What does it do with that dollar? 
It spends, roughly, 44 cents for labor, 17 cents for ma- 
terials and supplies, 9 cents for taxes, 6 cents for fuel, 
7 cents for loss or damage to goods, injuries to persons, 
insurance, depreciation, retirements, etc.; 3 cents for 
rental of equipment or joint facilities; and 14 cents for 
bond interest. 

If costs were absolutely rigid, virtually all railroads 
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would be in bankruptcy now. Rigidity, however, is rela- 
tive. Costs decline greatly as freight traffic is curtailed. 
Less is spent for maintenance of way and equipment. 
Fewer persons are employed, as evident from the fact 
that while rates of pay for rail labor are well above the 
pre-depression level, employment in mid-February was 
only 54 per cent of the 1923-1925 average and is declin- 
ing. The margin between costs and revenue is the vital 
element and under depression conditions revenues always 
decline faster than costs, squeezing down operating 
income. 

In the last depression the rail unions accepted a tem- 
porary 10 per cent wage cut. There is no valid reason 
why last year’s wage increases should not be temporarily 
withdrawn, thus restoring approximately the 1929 wage 
level—which itself would be quite far enough out of line 
with prevailing economic conditions—and thus saving 
the roads some $140,000,000 a year. Such a saving, plus 
the 5.3 per cent rate increase and plus sharp curtailment 
of maintenance expenditures, would go far toward easing 
the presently increasing financial strain on weak roads 
and border-line roads. Whether a general wage cut can 
be negotiated is problematical. There is no prospect of 
reduction in taxes. 

To generalize about “over-capitalization” is futile. 
The total debt of Class I roads is approximately $10,- 
452,000,000, but more than 25 per cent of this represents 
obligations of a small minority of strong roads which 
earned fixed charges throughout our worst depression 
and another 25 per cent is the debt of large roads—such 
as the New York Central and Southern Pacific—which 
failed under the worst conditions to earn fixed charges 
by only a relatively moderate margin. Scaling down 
fixed charges through capital reorganizations is a prob- 
lem wholly individual to each weak system. Under 
existing laws it is a slow process. It is to be doubted 
that the Government could apply any fast-working 
remedy along the line of rail debt deflation. The rights of 
thousands of security owners— (Please turn to page 803) 





Varying Effects of Rate Increases 


Railroads Most Helped Include: 

Pere Marquette, St. Louis Southwestern, Nickel Plate, St. 
Louis-San Francisco, Missouri-Kansas-Texas, Kansas City South- 
ern, International-Great Northern, Atchison, Southern Pacific, 
Southern, Texas & Pacific. 


Roads Moderately Helped Include: 

New York Central, Pennsylvania, New Haven, Seaboard Air 
Line, Missouri Pacific, New Orleans, Texas & Mexico, Lehigh 
Valley, Illinois Central, Great Northern, Erie, Denver & Rio 
Grande Western, Delaware, Lackawanna & Western, Delaware 
& Hudson, Rock Island, St. Paul, Burlington, Chicago Great 
Western, Chicago & Northwestern, Chicago & Eastern Illinois, 
Central of New Jersey, Boston & Maine, Bangor & Aroostook, 
Wabash, Atlantic Coast Line. 


Roads Least Helped Are: 
Western Maryland, Virginian, Baltimore & Ohio, Wheeling 
& Lake Erie, Reading, Norfolk & Western, Pittsburgh & West 
Virginia, Chesapeake & Ohio, and Louisville & Nashville. 
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In the past twenty-five years a turn in the trend 


V 


of banks’ investment accounts has never failed to 


signal a subsequent like trend in the stock market 


and in business activity. 


Bank Investments Foreshadow 


Business and Market Trends 


BY JAMES F. HUGHES 


July, 1936, and November, 1937, a new 
record was established in American banking. During 
these seventeen months American banks staged the 
greatest liquidation of investments in our history. Out- 
side of financial circles this record-breaking development 
attracted little attention. Even within financial circles it 
was not generally realized that a new record was in the 
process of being made. Neither was there any wide- 
spread recognition of the fact that this liquidation of 
bank investments foreshadowed a major decline in the 
stock market and in general business activity. 

In view of the plainly visible record of past experience 
it is amazing how utterly unprepared most of us were to 
face the hard reality of a serious recession in general 
business as it developed in the final quarter of 1937. 
The dramatic speed with which industrial activity was 
engulfed by the depression proved bewildering not only 
to ordinary citizens but to financial and business leaders 
as well, and perhaps most of all to our political leaders 
and official credit managers. 

Virtually everybody was caught off guard in the 
autumn of 1937 despite the fact that dangerous storm 
signals had been prominently displayed by the banking 
situation for a year or more. It is the more disturbing 
when taken in conjunction with fact that as a nation 
we are apparently committed to a policy of credit man- 
agement for an unknown and complex future without 
any evidence that we fully understand the known and 
simple experiences of the past. 

One of the simple but important lessons from past 
history is that a sustained decline in bank investments 
foreshadows approaching economic difficulties. In the 
period from 1919 to 1936 there were two major depres- 
sions and one brief but fairly sharp business recession. 
The depressions were foreshadowed by important 


liquidation of bank investments while the recession was 
preceded and accompanied by a sustained but relatively 
minor reduction of investment holdings. 
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In the accompanying chart the course of general busi- 
ness activity from 1919 to 1938 is represented by a line 
which also shows what was happening to the investments 
of the reporting member banks. The solid, continuous 
segments of the line represent periods when the invest- 
ment account was increasing. The light, dotted seg- 
ment in 1923 represents a sustained decline in invest- 
ment holdings terminating before the total reduction 
amounted to 10 per cent. The heavy, dashed segments 
show the periods of important liquidation amounting to 
10 per cent or more. A casual glance at the chart re- 
veals that all of the major business depressions since 
1919 were signalled well in advance by the start of an 
important liquidation of bank investments. 

Despite the unanimity of this past record there was in 
1936 no general appreciation of the fact that an impor- 
tant decline in bank investments during the preceding 
twenty years had provided an early and dependable in- 
dication of an impending business depression. The rea- 
son for this indifference regarding the significance of fluc- 
tuations in banks’ investment holdings was probably re- 
lated to the fact that for many years the loan account 
provided the dynamic factor in the bank credit situation. 
Fluctuations in loans were so much greater than those in 
the investment account that they tended to obscure the 
forecasting value of changes in investment trends. 

This is easy to understand when it is realized that 
every period of sustained decline in investment holdings 
was accompanied by a much larger increase in the loan 
account. Between 1919 and 1936 a dependable indi- 
cation of serious economic troubles was provided by the 
development of an important diversity in the trends of 
loans and investments. This statement can be substan- 
tiated by a detailed analysis of banking data for the past 
twenty-five years. 

From 1914 to 1919 the banks showed large annual 
increases in both loans and investments. With the help 
of the new Federal Reserve System, they were able to 
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avoid anything approimating a se- 
rious credit situation. During 1919, 
however, there developed a diver- 





BUSINESS ACTIVITY RELATED TO BANK INVESTMENTS 











sity in the trends of loans and in- | 
vestments. The investment account 1 





| A 














of the reporting member banks 7" 


reached a high in May at $4,900,- | | 
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started and continued until July, O}-I-— 
1921. This decline resulted in a | 
reduction of $1,700,000,000; the in- 
vestment account at the low of 1921 
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amounting only to $3,200,000,000. 
Between May, 1919, and October, 
1920, however, the volume of loans 
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outstanding increased from $10,- 
000,000,000 to $13,900,000,000. Dur- 
ing this period when loans were in- 
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member banks. While these diverse -40 
trends were in process short-term 
money rates advanced from 5.38 per 
cent to a peak of 8.00 per cent in 
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divergence of trend between loans 
and investments during the first five months of 1923. 
Despite its relative unimportance it was accompanied 
by a moderate increase in money rates from 4.63 to 
5.13 per cent and was followed by a minor bear market 
and a business recession. 

The next important instance of a decline in bank 
investments reflecting a tightening credit situation was 
in 1928-29. Between June, 1928, and October, 1929, the 
reporting member banks showed a decline of $775,009,- 
000 in their investments and an increase of $1,800,- 
000,000 in loans. This followed a period of four years 
during which both loans and investments showed a 
steady increase while short-term interest rates ranged 
between a low of 3.13 and a high of 4.50 per cent. From 
June, 1928, to October, 1929, however, money rates 
advanced to 6.13 per cent. 

Despite the fact that bank investment holdings were 
relatively unimportant before the World War, it is inter- 
esting to note that the panic of 1907 was foreshadowed 
by the failure of the investment account of national 
banks to show any net expansion in the nineteen months 
between May, 1905, and January, 1907. The decline 
between these two dates was only ten million dollars, 
an insignificant amount on the basis of current stand- 
ards. Its importance can be fully understood only when 
it is related to the steady increase in security holdings 
which had been in progress for many years. During the 
nineteen months preceding May, 1995, the national 
banks had increased their investments by $154,000,000, 
or 30 per cent. For proper perspective on developments 
between the spring of 1905 and the beginning of 1907 
it is essential to emphasize the fact that for a year and 
one-half the banks found it impossible to increase their 
investments while loans and discounts were increasing 
$564,000,000, an amount which represented more than 
80 per cent of their total investment account. Short- 
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term money rates advanced from less than 4 per cent 
in May, 1905, to ‘ ~% per cent in the latter part of 1906, 
and to 8 per cent before the end of 1907. 

In the latter half of 1936 bank reserves substantially 
in excess of legal requirements and a one per cent short 
term money rate made it difficult to believe that the 
decline in investments really indicated an adverse turn 
in the credit situation, to be followed in due course by 
an important decline in the securities markets and in 
general business activity. But, as we now know, that 
is exactly the way things worked out. Despite the vastly 
augmented powers of our eredit managers they were 
unable to prevent the normal sequence of events which 
followed their decision to jack up the legal reserve re- 
quirements of member banks. This decision did not 
really tighten the bank credit situation. However, ‘t 
did disturb many bank executives who thought they 
saw in this action the end of the downward trend in 
interest rates and, as a consequence, a probable reversal 
of the major upward trend in bond prices. In July, 
1936, the reporting member banks started to reduce 
their investment account, a decline which by the autumn 
of 1937 amounted to more than two billion dollars, the 
greatest liquidation of bank investments in history. This 
was the practical result of a credit management policy 
which originally was intended merely to prevent a run- 
away inflation of bank loans. 

The unexpected results from 1936 credit management 
policies were made possible by the revolutionary change 
in the character of bank assets since 1928, a year which 
also marked the start of an attempt by the Reserve 
authorities to restrict credit expansion. In 1928 the 
investments of reporting member banks were 27 per 
cent of total loans and investments, whereas in July, 
1936, they amounted to nearly 63 per cent. At the 
present time investments (Please turn to page 802) 
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Leading Manufacturer of 
Valves of All Kinds Will 
Benefit from Upturn in Pub- 
lic Works, Utilities, Pipeline 
and Residential Building 


BY J. C. CLIFFORD 


| the finest quality and in un- 
limited quantities—is often cited as among 
those things which the cliff-dwellers of New 
York accept, as it were, by virtue of divine 
right. But New Yorkers are not alone in 
their attitude of placid acceptance. We are 
all inclined to think of water as the product 
of a tap, gasoline as the product of a pump 
and steam as something which is found in 
radiators in the winter. It is only when 
time is given to consideration that there 
comes a dim realization of the wealth of piping that 
lies behind all the water, the gasoline, the steam and 
the other things so casually consumed by a modern 
civilization. Piping, however, is of little use to anyone 
unless that which it conveys can be controlled. Hence, 
the heart of an economy which largely rests on pipes 
is the valve. And the biggest producer of valves in the 
world is the Crane Co. 

An amazing variety are made, Crane’s standard line 
running all the way from toy-like, eighth-of-an-inch fit- 
tings to those no less than eighty-four inches in diameter. 
Of course, if one wants something special—smaller or 
larger or in any way different from the standard line— 
Crane undoubtedly would be willing to submit a bid. 
This, however, is not likely to be necessary as often as 
one would think, for the company keeps a stock at all 
times of thirty or forty thousand different types. 


In Crane's 
type 
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New Construetion 








Profits for 


forge shop at Chicago—One of the largest drop hammers of its 
in the world — striking a blow of 8,300,000 foot pounds 
in forging a welding neck pipe flange for an oil pipe 

line across the Syrian desert. 


Valves differ not only as to size, but also as to the 
type of material of which they are made. Some are of 
brass, others of malleable and cast iron. They are made 
of forged and cast steel, of steel alloys and of non-ferrous 
metal alloys. Over many years there has been an 
increasing tendency for industry to raise temperatures 
and pressures: corrosive liquids and gases are being 
used more generally and in greater quantities. Thus, 
valves are constantly being asked to do more and wear 
longer under conditions which grow steadily more ad- 
verse. Now, no one wants to take the chance of a 
rupture in a live steam line, or of anything happening 
to lines carrying acids, ammonia, inflammables and the 
like. And because valves are not usually a major part 
of total construction or maintenance costs they are sold 
on the basis of quality rather than price. 

Although valves are the main part of Crane’s business, 
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it has other activities and probably is best known among 
the general public for a line of plumbing fixtures and 
appliances. The company’s name is to be found on 
enameled iron, vitreous china and heavy porcelain ware 
such as is used for bath-tubs, lavatories, sinks and 
drinking fountains. Naturally, these are all fitted with 
Crane faucets, shower-heads and whatever plumbing 
accessories may be necessary. 

A third division is engaged in the manufacture of cast- 
iron boilers and radiators. These, which may use either 
coal, oil, or gas and employ either steam or hot water, 
have an industrial as well as a domestic market. Then, 
too, Crane makes a number of miscellaneous pieces of 
machinery, such as shallow and deep well pumps, steam 
and oil separators, and pressure regulators. 

From the general nature of the business it might seem 
that the Crane Co. would be an important producer of 
pipe in assorted sizes and for a variety of purposes. 
Actually, however, no pipe whatever is made, although, 
on an agency basis, vast quantities are sold. Crane 
fabricates pipe, of course: bends it, coils it and generally 
tailors it for the fittings without which it would be of 
little practical use. On the basis of the business done 
in 1936 about 68 per cent of the company’s sales con- 
sisted of its own manufactures, while goods made by 
others, mostly pipe, made up the balance. 

The main plant is at Corwith outside of Chicago. On 
a hundred and fifty-one acres of land there are fifty-nine 
buildings, housing furnaces and foundries, ovens and 


For last year the Crane organization reported a sales 
volume of $98,543,000, a figure which represented a 26 
per cent improvement over 1936. The net profit in 1937 
amounted to $9,765,126 and this, after allowance for 
preferred dividend requirements, was equivalent to 
$3.63 a share on the 2,348,628 shares of common stock 
issued. For 1936 the equivalent of $2.04 a share of 
common was reported. 

Aside from the common mentioned above, Crane’s 
capital liabilities consist of 192,803 shares of 5 per 
cent cumulative convertible preferred stock of $100 
par value, while funded debt, mostly in the form of 
31% per cent sinking fund debentures, at the end of 
December, last, totalled $11,427,000. The preferred was 
issued only last year: it replaced a previously out- 
standing 7 per cent stock, adding at the same time 
something to Crane’s working capital. The conversion 
feature is of no tangible value at the present time, for 
the common is selling for about $26 a share, while 
the preferred, which may be exchanged until 1942 
for two shares of common, is selling for about $90 a 
share. 

Out of the earnings of $3.63 a share reported for last 
year, Crane distributed only $1 a share to the common 
stockholders and paid on account of the tax on undis- 
tributed profits $353,000 for the privilege of retaining 
the balance. Although no one, as Mr. Cornish of Na- 
tional Lead once said, likes to pay money belonging to 
stockholders to the government, in the case of Crane 





machine shops. The plant is served directly 





by no less than four railroads and also by 
the Chicago Belt Line, which links it to 
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all the roads serving Chicago. 

At Bridgeport, Connecticut, Crane con- 
centrates on the production of cast-iron 
boilers. Some radiators are manufactured 
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there also, although most of these are made 
at North Tonawanda, New York, in a 
plant which was specifically designed for 
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this activity. At Birmingham, Alabama, 
Crane maintains complete equipment for 
fabricating pipe and can bend, weld, lap, 
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thread and cut pipe according to the special 
needs of its customers. The cast-iron 
enamelware is made in Chattanooga, Ten- 





nessee, while the vitreous china comes from 15 
a plant in New Jersey’s capital, long famous 
for its potteries. 

As yet only the Crane Co.’s domestic 10 
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activities and properties have been men- 
tioned: the stake abroad, however, is by no 
means unimportant. A wholly-owned sub- 
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sidiary, Crane, Ltd., is to Canada what the 
parent company is to the United States. 
Moreover, the Canadian subsidiary has sub- 























sidiaries of its own which make boilers and 
radiators, enamelware and vitreous china in 
exactly the same manner as the Crane Co. 


w 








DEFICIT —*, 








handles the business in this country. Also, 
under the control of Crane (Canada) is 
Crane (England), the latter being an im- 
portant unit fully equipped with foundries 10 
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and machine shops for turning out the bee 























standard line of valves and fittings. 
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part of Crane's business. 


it was probably in the interest of stockholders that a 
substantial sum be retained. The business was very 
active during the best part of 1937, making it necessary 
to sharply increase inventories in order that suitable 
stocks of the company’s myriad products would be avail- 
able at all times. There is also the matter of increased 
costs to be considered as tending to raise inventory 
values. Although it is stated that inventories have 
been allowed to run off somewhat in line with the 
lower level of business this year, at the end of 1937 
this item at nearly $30,000,000 was some $5,300,000 
above the corresponding figure at the close of 1936. 
In the annual report for last year the management 
states that in its opinion “inventories are not exces- 
sive for the present volume of business in view of the 
advisability of carrying adequate stocks at all distribu- 
tion points.” 

Any attempt to form an opinion as to what the future 
holds for the Crane Co. must start with the outlook for 
construction—using the word here in its broadest sense. 
There will always be, of course, some maintenance and 
improvement business for Crane no matter to what 
depths general business sinks, but the record holds the 
secret of what really counts. Roughly, in millions of 
dollars, this is what it shows: in 1926 the net profit was 
nine millions. This was the peak year in residential 
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Valves and fittings for oil refineries constitute an important 


building: business generally was active and 
therefore industrial construction, too, was on 
a reasonably large scale. In the following 
year business sagged a little and residential 
building definitely established a downward 
trend: Crane earned five millions. Then in 
1928 the business boom got under way, cul- 
minating in the disastrous stock market crash 
of the autumn, 1929. In these two years, 
however, there was a tremendous volume of 
commercial, industrial and public utility 
expansion. It will be remembered how 
enormous apartment houses and hotels came 
into being overnight, how new industrial 
plants or additions made their appearance 
here, there and everywhere, how natural 
gas really came into its own through pipe 
lines laid for incredible distances. One might 
cite also activity in petroleum and that, dur- 
ing this same period, the prosperity of the 
railroads made for much Crane _ business, 
The company earned seven millions in 1928 
and thirteen millions in 1929. 

The crash which followed—as it affected 
Crane—was startling even for that unhappy 
period. In 1930, partly because of lower 
volume and partly because it was necessary 
to absorb large inventory losses, the com- 
pany barely broke even. In 1931, as all 
types of construction slipped badly, there 
was an operating loss of six millions, a 
shrinkage in inventory values of two mil- 
lions, in addition to which a million was 
charged to surplus because of the deprecia- 
tion in sterling which made it necessary to 
reappraise the working capital of foreign 
subsidiaries. It was during this year also 
that the company’s president, R. T. Crane, 
Jr., died: he was the eldest son of the man who founded 
the business in 1865. 

The new president, J. Berryman—who has since be- 
come Chairman, the presidency being taken by Charles 
B. Nolte—took drastic steps in the interest of economy. 
Distributing outlets were closed, plants partially closed, 
salaries and wages were slashed, men laid off but, al- 
though overhead in 1932 was $8,600,000 below 1931 and 
$15,000,000 below 1930, the result was still a loss of 
eight-and-a-half millions. 

Since this time Crane has gradually done better in line 
with the improvement in construction activity. It was 
not, however, until 1934 that there was a profit after 
allowing for interest and depreciation. The question 
now to be decided is: what does the future hold for 
building: where are the bright spots, where the dull? 

Figures prepared by the F. W. Dodge Corp. show that 
during January contracts awarded in thirty-seven states 
east of the Rockies were 19.4 per cent under those of 
January, 1937. Inasmuch, however, as there were gains 
in the public works and public utility divisions the 
adverse comparison was brought about by sharp de- 
clines in the residential and non-residential divisions. 
So far as one can see at the present time, activity in 
public works this year should make a favorable com- 
parison with last. While the public utilities are admit- 
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tedly underbuilt, relative to the probable needs of the 
country in the near future, they cannot be expected to 
do more than a minimum amount of expansion and 
rehabilitation until the political fog under which they 
now operate is cleared. It would be extremely helpful 
if the controversy between the Tennessee Valley Author- 
ity and the Commonwealth & Southern System were 

settled on a basis fair to private interests and if, out of 

such a settlement, there could emerge a clear-cut under- 

standing of what it is that the Government desires of 

the public utility industry in general. Although it is a 

hope that must be reserved for the medium rather than 

near-term future, it is justifiable to consider the public 
utilities as having possibilities from the standpoint of 
construction. 

In the residential and non-residential fields all depends 
upon the course of business. With conditions as dull as 
they are at the moment, companies cannot be expected 
to add enthusiastically to their plant. Similarly, when 
wages and salaries are being reduced one cannot expect 
men to obligate themselves fer homes—and this, regard- 
less of their borrowing 90 per cent of the cost under the 
liberalized F H A plan. It is to be noted, however, that 
slum clearance projects for which the Federal Govern- 
ment has already appropriated $500,000,000 will be a 
sustaining factor in residential construction for some 
time to come. 

It is probable that the petroleum industry looms for 
Crane with greater reassurance than any other at the 
present time. It is true, of course, that a note of uncer- 
tainty has been introduced into the question of oil 
company earnings, but the industry has shown itself to 
be one where aggregate demand falls very little even in 
depression. This means that ordinary wear and tear 
maintenance of plant and machinery must be kept up. 
Then, too, the petroleu a industry is one where obso- 
lescence is exceedingly fast. This means entirely new 
refinery and other equipment every few years. As we 
have seen, petroleum did not save Crane from a loss in 
1931 and 1932 and it will not save Crane 
now if the present recession grows mate- 
rially worse. It does, however, introduce 
an element of stability in this most un- 
certain of all businesses—the manufac- 
ture of valves. 

Normally, the railroads are big buyers 
of Crane products. The present state of 
the railroads as a whole, however, is not 
such that they are buying very much of 
anything. Moreover, the recently an- 
nounced decision of the Interstate Com- 
merce Commission granting the roads 
an average increase in freight rates of 
something more than 5 per cent, when 
15 per cent had been asked, was cer- 
tainly a disappointment to those who 
believe that railroad prosperity in this 
country contributes materially to the 
general prosperity. 

On the other hand, Crane may reason- 
ably expect something of the American 
rearmament program. Shipbuilding ac- 
tivity, both naval and merchant marine, 
should continue to be especially helpful. 


MARCH 26, 1938 





Wide World Photo 
A battery of Crane valves at the regulating plant in Detroit control the 
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At the same time, while there have been signs of sagging 
tendencies, it is nevertheless true that business is making 
a better showing abroad than in the United States. Last 
year Crane’s foreign subsidiaries reported combined earn- 
ings higher than ever before in the company’s history. 

In the case of an organization with as many outlets 
as the Crane Co. it is anything but simple to weigh the 
conflicting prospects of the different consuming indus- 
tries and come to a conclusion as to the “net” outlook. 
We agree with the statement (Please turn to page 803) 





flow of natural gas piped from Texas. 


767 











Are the Coppers Really Cheap? 


Critical Examination of Strong and 


Weak Points Dictates Caution 


BY FRANK R. WALTERS 


; years ago this month Anaconda Copper sold at 
8, Inspiration had touched 24%, and a group of seven 
well-known copper issues made an average low of 9. 
Today Anaconda is in the low thirties, Inspiration above 
12, and the group price is close to 21. What have been 
the causes of this marked improvement in the price 
level? How soundly based is optimism toward the 
copper group? 

If the world is to plunge into war, with the attendant 
vast destruction of raw materials, the optimism will be 
vindicated. If inflation is almost upon us, the coppers 
should soon justify the hopes placed in them. Best of 
all, a surging business revival would make present prices 
seem modest. But if we are to see none of these things 
this year, then further slumps in the group are distinctly 
possible. 

Copper issues have never led a placid existence on the 
Stock Exchange and probably never will. The wide 
swings in the outlook for the industry, alternately 
threatening shortages of the metal or glutted markets, 
are magnified in their effect on the prices of even the 
best-known and thoroughly seasoned stocks. The group 


of seven issues already referred to—Anaconda, Kenne- 
cott, Phelps Dodge, Calumet & Hecla, Inspiration, 
Magma, and Miami—made an average high of 9114 in 
1929 and a low of 3 at the bottom of the depression. 
Then slightly over a year ago, the group climbed above 
48 and, from statistical indications, appeared headed 
still higher. The price of copper had run from 10 cents 
up to 17 cents in five months, refined stocks on hand in 
this country dipped below 100,000 tons for the first time 
in years, and high-cost mines were scrambling to get 
production under way. The coppers were market lead- 
ers, needless to say. 

But right at the crest of the buying wave, came the 
Presidential dictum on wholesale prices and coppers 
promptly upheld their reputation for breath-taking re- 
versals by losing in ten months the ground gained in 
two to three years and by cutting the seven-issue aver- 
age price down from a high of 48% to a low of 15 before 
the end of 1937. The average has now recovered a half- 
dozen points, but the statistical position of the metal 
itself has continued to deteriorate since the market 
lows were made. 

The state of the industry and market 








TREND OF COPPER PRICES 


behavior of the issues today make a 
thought-provoking comparison with that 





of exactly three years ago. Domestic 
refined stocks were then on their way 
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down to below 300,000 tons; that point 
was recently crossed in the opposite di- 














rection. Deliveries, a rough measure 
of buying and consumption, were edging 




















forward in the Spring of 1935 at around 
the 35,000-ton monthly rate; deliveries 




















last month were 27,389 tons, compared 
with a rate rising to 95,000 tons a year 








CENTS PER POUND 





ago. The price of the metal was 9 cents in 
1935, against a precarious 10 cents today. 
So far as trend goes, the advantage was 





with the 1935 situation, while the actual 










































































figures were about a standoff with the 
present ones. Yet the group average 























was a dozen points lower than recent 
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levels. Either those prices were ridic- 








ulously low, or some basic improvement 
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os 1,159,800 tons 
etre tse 880,000 “ft 
Automobiles* Building* Electrical Manufactures 
1929 . 138,200 tons 1929... .... 59,000 tons 1929 261,000 tons 
89 ec: 115,400 " oS aaa 70,300 " 1937 212,600 " 
Production of cars in 1938 not With copper more generally speci- Heavy equipment bookings cur- 
expected to approach 1937 levels. fied, construction boom would help. rently lower, but backlogs still high. 


























Refrigeration and 
Air-Conditioning* 

i ne 17,200 tons 
1 Ct ae eee 23,400 “ 


New uses which continue to expand. 











in the companies and their situation has taken place 
meanwhile, or the present valuation is over-optimistic. 

The first explanation is most easily tested and found 
acceptable. Anaconda sold at 8, then proceeded to earn 
close to $7 a share in the three years 1935 to 1938. 
Similar examples, perhaps less marked, are available 
among the balance of the group. Without bringing in 
the subsequent market action of the issues, earning 
power has proven the 1935 lows to have been far out of 
line with the unrealized prospects. 

A part of the difference between price levels must 
also be ascribed to intervening developments. Two or 
three years of profitable operations have enabled the 
companies to build up cash, rehabilitate mines and 
equipment, and prepare themselves for either depression 
or prosperity. The fact that the period was profitable 
also served to demonstrate the group’s earning power, 
on which considerable doubt had been thrown by the 
lean years; and the large market gains registered in 1936 
and 1937 brought out the possibilities from the specula- 
tive viewpoint. At the same time, convincing evidence 
was offered that copper consumption had not passed its 
peak during the last boom, nor had the price of the 
metal run into a permanent ceiling around 10 cents. 
Many of the psychological reasons for the 1935 lows are 
missing today, in adidtion to the more tangible gains 
scored by the group. 

In considering the third alternative—that present 
market levels discount the favorable side of the outlook 
too generously—it will be useful to have clearly in mind 
the arguments used to justify optimism toward the 
group. Not in the order of importance, they are: 
1. World production and consumption of copper set a 
new record last year, despite the fact that the United 
States failed to equal its 1929 mark. European indus- 
trial use has held to a remarkably high level, continues 
to hold there, and will make possible (it is hoped) new 
records for the industry when the United States regains 








* Exclusive of electrical equipment. 

¢ Utility consumption in 1937 estimated by Tue Macazine or Wau 
Srreet; all other 1937 figures are estimates of the American Bureau 
of Metal Statistics. 
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its stride. 2. Meanwhile, armament programs will sus- 
tain buying for a long time to come. 3. Copper issues 
are among the best as hedges against various types of 
inflation. 4. Consumption in the United States will be 
greatly aided by success of the housing program, with 
all branches of building using relatively more copper 
than ever before, by public utility buying, when the 
prospect improves for those enterprises, and by railroad 
buying which will come sooner or later regardless of the 
rails’ financial status. 5. The fact that statistics for 
the industry in general paint a black picture makes it all 
the more certain that the next swing will be upward; and 
the action of the copper group in the face of discourag- 
ing figures indicates confident buying from informed 
quarters. 

These arguments carry a good deal of conviction, with 
an important reservation as to just when the turn in 
the trend will take place. If it is to come inside a few 
months, then any of the leading coppers are excellent 
purchases right now. If the situation is to drag along 
indefinitely, growing worse before better, it is doubtful 
if even the long-term investor should hold coppers 
throughout the period. 

There is a school of thought which holds that copper 
production is a declining industry from the stockholders’ 
viewpoint. The electrical age, it is contended, came just 
in time to prevent the complete demoralization of the 
copper market, offsetting by its demands the discoveries 
of tremendous new deposits in the Lake Superior region, 
in Montana, and elsewhere in the United States. Even 
in the face of enormously increased use of the metal, 
production was again getting the upper hand when the 
World War saved the day. 

By this time the United States had become the pro- 
ducer of well over half the world’s copper, against one- 
eighth in 1870, and the engulfing demands for war mate- 
rials brought back a seller’s market, to the joy of stock- 
holders. The need for the metal was so pressing, in fact, 
that the War Department requested producers to con- 
tinue at full capacity even after the war was ended, on 
the chance that it might break out again. Consumption 
soon fell below half its (Please turn to page 801) 
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TWENTIETH CENTURY-FOX FILM CORP. 





A “Movie” With Potentialities 


Both Preferred and Common Shares 


Offer Speculative Possibilities 


BY MORTON DIEHL 


/—_— Century-Fox Fiitm Corp., is a top-flight 
producer of motion pictures. 

This, of course, means that the company ranks high 
among the leaders in its field in terms of producing facili- 
ties, output, financial resources and prestige. Equally 
important, however, are other factors by which success 
in the motion picture industry must be measured. 

While the mction picture industry is the same as any 
industry in that it seeks to produce profitably a com- 
modity for which an established public demand exists, 
the fact that its product—public entertainment—is an 
abstract one makes it subject to many unpredictable 
caprices. To conduct such a business successfully re- 
quires that a mixture of masterful technique, artistic 
talent and a keen ability to gauge public preferences be 
blended into a single organization capable of releasing 
on the average one multiple-reel feature weekly through- 
out the year, the majority of which must gain substantial 
box-office acceptance at theaters not only throughout 


the United States, but in Great Britain, France, Aus- 
tralia, China, Argentina, and elsewhere throughout the 
world. 

The business of producing motion pictures has been 
classified frequently as an art rather than an industry 
and, admittedly, it is often difficult to tell where its 
artistic phases end and business principles begin. Salaries 
paid to many stars, directors and executives run into 
eye-popping figures and the tales of the free-handed 
prodigality and extravagance in which directors have 
indulged themselves in producing perennial “epics” are 
legion. Many of these have had a considerable basis in 
fact. Attempts of orthodox business men and bankers 
to apply more conventional operating tactics to the 
industry were attended by anything but the expected 
results, and in all divisions the business of producing 
successful motion pictures continues to be dominated by 
men who have virtually grown up with the industry 
and young men of outstanding talent. All of which has 

endowed the industry with something of 
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EARNINGS AVAILABLE FOR COMMON STOCK 


an atmosphere of unreality. 
Yet withal the motion picture industry 
has attained and holds a major standing 











in our industrial structure. At least one 
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leading company has achieved outstanding 
financial success, while several others, hav- 
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ing rid themselves of considerable physical 
and capital deadwood, are now making 
excellent progress. Of the latter, Twentieth 








Century-Fox has during the past several 
years recorded conspicuous improvement 
both in the quality and pulling power of 








its feature releases and in the trend of its 
financial returns. 
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The pre-depression history of the old 
Fox Film Corp. in many aspects is typical 
of the entire motion picture industry. 
Founded by William Fox, one of the pio- 














neers in the industry, Fox Film operated 











not only one of the largest producing 
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) organizations in the industry but also one of the largest 


theater chains. In the late ’20’s all of the leading motion 
picture producers waged a spirited competitive battle, 
each trying to outdo the other in buying and building 
theaters. Additional stock was sold, bonds were floated 
and bank loans incurred. 

Whatever victory this battle produced, it was a hollow 
one. The untimely intervention of the depression found 
the motion picture industry heavily saddled with finan- 
cial obligations which became increasingly difficult to 
meet as the depression deepened, theater attendance fell 
off, and film rentals declined. The inevitable happened. 
Theater properties became a “white elephant” and the 
long and painful process of liquidating them began. 
Theater chains were disposed of, companies were re- 
capitalized and numerous internal reorganizations were 
effected. As a result the past five years have seen the 
industry gradually returned to its primary function— 
that of producing motion pictures of the quality de- 
manded by its patrons. To all of which has been said of 
the industry as a whole, Loew’s, Inc., was an outstanding 
exception. The company held aloof from the theater 
scramble, concentrating on the production of quality 
features, and significantly the company operated at a 
profit and paid dividends throughout the depression. 

After William Fox disposed of his interest in Fox 
Film, early in 1930, control passed to General Theatres 
Equipment, Inc. But declining gross revenues proved 
inadequate to absorb the increasing losses on the com- 
pany’s 1,500-theater chain and the need for a thorough- 
going reorganization became imperative, in order to 
avert receivership. In July, 1933, stockholders ratified 
a reorganization plan which effected a substantial scaling 
down in outstanding stock capitalization, the practical 
elimination of all funded, bank and trade indebtedness 
by the substitution of stock, and the elimination from 
consolidated returns the unprofitable operations of 
theater properties. From then things began to look up 
for Fox Film. 

With the recapitalization, control passed to the Chase 
National Bank, which institution subsequently placed at 
the head of Fox Film, as president, Sidney R. Kent, who 
had acquired an outstanding reputation in the industry 
for his ability as sales manager for Paramount. Chase, 
whether through foresight or good fortune, by picking 
executives from the ranks of the motion picture industry, 
avoided the headaches suffered by other banking inter- 
ests when they attempted to force a “business manage- 
ment” on motion picture producing companies. 

Successful management in the motion picture industry 
must be judged by an entirely different set of criteria 
than might be applicable to any ‘other manufacturing 
industry. More important, in successfully directing the 
affairs of a motion picture company than the ability to 
cut costs to the bone, is a sort of sixth sense which 
enables one to determine what sort of ma‘ es the public 
will flock to see and then, when such a feature is pro- 
duced, make the public fall over each other at the box 
office to see it. This ability is probably best described 
as “showmanship” and is undoubtedly worth the pre- 
mium salaries which the industry is willing to pay for it. 
Such ability may manifest itself in numerous ways, such 
as shrewd casting, choice of story mecerial and skillful 
photography. The success or (Please turn to page 796) 
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The Investment Clinie 


Investors’ Problems Which 


Are of General 


Interest 


CONDUCTED BY J. S. WILLIAMS 


Stagger Your Maturity Dates 


Several readers would like to know what large invest- 
ors, institutional or private, can do to protect themselves 
against the change in interest rates which they consider 
inevitable before the maturity of most of the bonds they 
own. A typical line of reasoning is as follows: “The idea 
that interest rates can and should be kept low, regard- 
less of business activity or other considerations, is a new 
one and must be considered a passing one. It is, in fact, 
more a political than an economic objective, since the 
powers that be look upon cheap money as an important 
means to other ends. When the political situation 
changes or when natural forces take charge of money 
rates, I feel sure that some of my carefully bought high- 
grade bonds are going to sell considerably lower for 
many years. Yet my only alternative seems to be a 
much lower yield on shorter term bonds or a dip to the 
more speculative types.” 

The only practical answer to this question seems to 
be a system of staggering maturities just as banks and 
other institutions do. Bonds coming due in any one 
period should be held to a strict limit in relation to the 
balance of the list. In this way, the effect of sudden 
changes in prevailing money rates will be minimized so 
far as such changes can be, and reinvestments will con- 
stantly adjust the list to future conditions. A careful 
eye to maturities will also avoid concentration on a 
danger period which might occur when numerous com- 
panies were faced with the necessity of refunding oper- 
ations in a shaky investment market. 


Safety of Income and Principal 


Mr. H. C. writes: “Jt would comfortably round out 
my list if you would suggest a reasonably safe bond or 
preferred stock. I am prepared to be patient, but do not 
want anything likely to break wide open if the market 
goes lower. At the same time I hope to get either some 
appreciation, or a sure income, or both.” 

Mr. C.’s requirements are reasonably stated, but not 
easily met. Various issues of the general type wanted 
have been mentioned in this department and elsewhere 
in the magazine, and it has been pointed out that par- 
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tial sacrifice of one objective is usually necessary to 
secure another. Safety of income and principal rarely 
goes with possibilities of capital appreciation or even 
with a generous yield. Compromising between the desir- 
able qualities, we might suggest the following for Mr. 
C.’s consideration: 

Hrram Wa ker-GooperHaAM & Worts CONVERTI- 
BLE 444% 1945. There are $3,954,000 of these de- 
bentures outstanding, selling on the New York Stock 
Exchange at 103 and callable at 104. The call price 
will drop one-half point each year beginning with 
1939, until par is reached. The debentures are con- 
vertible into common stock at $55 a share until less 
than $2,000,000 of them are outstanding and thereafter 
at $60 a share. Earnings after all charges in the fiscal 
year ended August 31, 1937, were $6,463,633, while inter- 
est and similar charges amounted to $545,614. Oper- 
ations in the quarter ended November 30 last resulted 
in a profit of $2,250,996, after interest charges of $82,283. 
This compared with a net of $1,887,971 in the corre- 
sponding period a year earlier. Although the conversion 
privilege is of problematical value with the common 
stock well below the option price, the excellent cover- 
age of interest requirements and the yield of 3.8 per 
cent combine to make the issue interesting. 

Lorew’s Inc. 344% 1946. Outstanding in the amount 
of $13,857,000, these debentures are redeemable by lot 
for the sinking fund at par and accrued interest. The 
sinking fund payments amount to $750,000 annually 
until 1945. Aside from redemptions for this purpose, 
the bonds may be redeemed at 103 until 1940 and at 
one-half point less each year. Selling at 98 on the New 
York Stock Exchange, the yield to maturity is approxi- 
mately 3.8 per cent. Interest requirements were cov- 
ered 7.61 times in the fiscal year ended August, last. as 
compared with a coverage of 6.34 in the preceding year. 
The company has shown consistent earning power 
and the debentures have not been below 9514 since 
issuance. 

Foop Macurinery Corp. $4.50 CONVERTIBLE PREFERRED. 
The 40,000 shares of preferred stock, together with 
426,633 shares of common, constitute the sole capitali- 
zation of the company. Net income for the year ended 
September 30, 1937, amounted to $1,854,469, or slightly 
more than ten times the dividend requirements on the 
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preferred stock. This income set a new 
record for the organization, more than 
twice the 1929-30 level. The preferred 


Applying the Yardstick to 


Standard Oil Co. (New Jersey) 





stock is redeemable at 10714 until July, 
1939, at 105 for the next two years, and 
at 103 thereafter. It is convertible on 
the basis of 1 2/3 shares of common for 
each share of preferred until July, 1939, 
17/13 shares of common for each share 
of preferred during the following two 
years, and 1 3/7 shares thereafter. At 








present prices the conversion privilege is 
without immediate value, since the com- 
mon stock is selling at 23 and the pre- 
ferred at 93, but under different market 
conditions the relationship could be con- 
siderably changed, to the advantage of 
owners of the preferred. 

IntaAND Steet Ist S.F. 334% 1961. 
A discussion of this company will be 
found in the last issue of the magazine. 
The bonds, selling near their call price 
of 105, yield somewhat better than 314 
per cent to maturity and are considered 
very high grade. Interest charges were 
earned 9.68 times in 1937 and 9.43 times 
in 1936. 


A Common Stock Appraised 


On this page appears another “yard- 
stick,” applied here to the Standard Oil 
Co. (New Jersey). The enterprise is so 


large and so far-flung in its operations ‘edhe Me. 
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that several unique considerations are 





involved. Wars, revolutions, earth- 
quakes, or any such happenings in other 
parts of the world, may have effects on 
the company which are only imperfectly 
realized here in the United States. On 
the other hand, spread out as it is, the 
company is unlikely to suffer in more 
than a small fraction of its territory 
during the one year. Another handicap 
of doing a world-wide business in many 
different currencies and through numer- 
ous subsidiaries is the difficulty of get- 
ting earnings figures together. No interim reports are 
made and the annual report does not customarily appear 
before May of the following year. As a consequence 
of this delay, events occurring in January which would 
affect operations one way or the other might conceiv- 
ably remain unknown to stockholders for fifteen or six- 
teen months. The company has an excellent record, but 
an improved solution to this problem would be of great 
value to its owners—the stockholders. 


Capitalization 


Latest earnings 


Comment 


Geographical Diversity 


Looking over a map of the world, the investor is ap- 
palled to realize how many territories have fallen into the 
class of those unfriendly to or unattractive to the use of 
capital in legitimate business. Aside from the scenes 
of actual warfare, the globe is dotted with sore spots 
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Common dividends 


Funded and long term debt, $84,573,564; subsidiary preferred stocks 
$6,835,378; other obligations, $94,415,255; 26,224,767 shares capita! 
stock ($25 par). 


Total of $2.50 in 1937. 
$3.73 in 1936. $2.43 in 1935. See 1937 estimate in comment below. 


Pays in June and December. 


Immense reserves, refining capacity and distribution system set this 
company at the head of its industry. Development of properties anc 
research in methods goes on continuously. The size of the organization 
tends to limit flurries in earning power, but dependability is enhanced 
thereby. Estimates of 1937 profits center around $5.00 a share. 
Chairman Teagle has implied that effect of current recession on his 
company has been relatively moderate. 


where social, political or economic disorder threatens. 

The action of certain foreign bonds in recent markets 
serves to point the warning that an investor must en- 
deavor to avoid the localities which are likely to become 
troublous. Failing in this, as a portfolio of any size may 
well do, the logical precaution is to diversify geograph- 
ically as well as by industry. While it is by no means 
easy to see into the future and predict just where blows 
will fall, one can at least reduce the potential loss from 
any single catastrophe. 

As applied to the bonds of various governments, the 
meaning of this advice is clear. In the choice of Ameri- 
can stocks, however, it has become necessary to give 
thought to their proportionate commitments in foreign 
lands and the damage the loss of the business would 
entail. Most of our large enterprises transact a consid- 
erable amount of export (Please turn to page 805 
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Profit Margins the Problem of 


Cigarette Companies 


Investment Status Hinges on Price Policies, 


Taxes, Tobacco Costs and Possible 


Dividend Changes 


BY SAMUEL C. 


‘fen four big manufacturers of cigarettes are presenting 
to their stockholders a face which has changed consider- 
ably over the past five years. At one time this group 
of companies appeared to be financially impregnable: 
holdings of sixty or seventy million in cash and market- 
able securities was at one time nothing unusual for a 
cigarette maker. Today, however, the three largest of 
these concerns are indebted to banks for important sums 
of money. 

Specifically, R. J. Reynolds which reported more than 
$60,000,000 in cash and bonds at the close of 1932 showed 
in the balance sheet at the end of last year an item of 
notes payable in the amount of $24,500,000. American 
Tobacco had $46,000,000 in cash (not considering $52,- 
000,000 in the securities of certain affiliates) in 1932 
and today is borrowing more than $23,000,000 from 
banks. Liggett & Myers had cash and bonds of $73,000,- 
000 in 1932 and five years later reports bills payable of 
$10,000,000. Although P. Lorillard was borrowing no 
bank money at the end of last year, it had nearly $17,- 
000,000 in cash and governments at the end of 1932 and 
less than $11,000,000 at the end of 1937. A fifth manu- 
facturer, Philip Morris, is not considered at this point 
because of its smaller size and because no late fig- 
ures are available, the company’s fiscal vear ending 
March 31. 

There have been certain special charges and special 
receipts among the big four companies during the past 
five years. In 1935, for example, American Tobacco 
commutated the lease of certain brands from Tobacco 
Products at an immediate cost to the company’s treasury 
of $12,000,000; on the other hand, this depletion of 
treasury funds was more than offset in 1936 by a special 
receipt. But any small difference that might be made by 
some such thing as this does not alter the fact that there 
have been certain main causes, common to all, which 
account for the impaired cash position of our largest 
tobacco companies. 

The first of these causes is the increase which has 
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SHERWOOD 


taken place in tobacco prices. In 1931 flue-cured and 
burley averaged less than 9 cents a pound. In 1936 the 
crop of flue-cured brought about 22 cents, while burley, 
because of the abnormally small supply, brought an 
average of no less than 36 cents a pound. With condi- 
tions more normal in 1937, both flue-cured and burley 
averaged between 22 and 23 cents a pound. 

This is enough to indicate how the cigarette companies 
have found it necessary to transfer cash resources into 
inventory, but before leaving the matter of tobacco prices 
let us digress for a moment and look into the relationship 
between inventory and earnings. The big manufacturers 
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R. J. Reynolds American Tobacco 


1937 

eee : $302,999,161 $242,644,515 
Earned per share ee $2.76 $5.03 
Dividends paid... nme, 2.85 5.00 
1936 

BG Seva bse $289,313,165 $229,800,039 
Earned per share BS tN $2.92 $3.70 
Dividends paid 3.00 5.00 


* Figures for year ended March 31. 


‘Dek FREASORE OF Pete agg | 
3 ve 


P. Lorillard 


Liggett & Myers Philip Morris* 


$242,448,566 $75,962,586 $38,466,513 
$6.34 $0.85 $6.88 
6.00 1.20 5.00 

$236,888,813 $67,127,695 $26,876,090 
$7.25 $1.51 $5.80 
7.00 1.50 1.00 





of cigarettes all operate on a system which carries their 
tobacco costs into the profit and loss account on the basis 
of a price averaged back a number of years. Hence, 
although the 1931 crop brought the lowest prices, 1933 
was the most favorable year from the standpoint of, say, 
three-year average tobacco costs. Similarly, the excep- 
tionally high prices of 1936 will continue to be a factor 
in the earnings of the cigarette companies during the 
present year. Indeed, bookkeeping tobacco costs in 
1938 probably will be higher than in any year since 
1929, or not far from 60 per cent above the low average 
of 1933. 

The popular-priced cigarettes such as Camels, Lucky 
Strikes, Chesterfields and Old Golds contain about three 
pounds of tobacco a thousand. Of this some 20 per cent 
is Turkish, while the balance is domestic in the propor- 
tion of three parts of flue «red to two parts of burley. 
The different brands vary appreciably, but this is roughly 
their average content. 

The second cause of the big cigarette companies’ im- 
paired cash position is that increased business has made 
it necessary to maintain larger physical inventories. The 
combination of greater poundage at higher prices has 
made for some startling increases in the amount of 
money tied up in inventory. At the end of 1932, Rey- 
nolds showed 76 million dollars as the value of this item; 
by the end of 1937 it had grown to 138 millions. Over 
the same period American Tobacco shows an inventory 
increase from 114 millions to 137 millions; Liggett & 
Myers an increase from 77 millions to 134 millions. Of 
course there is always the exception; in this case it is 
P. Lorillard whose inventories declined from 38 millions 
at the end of 1932 to thirty-four-and-a-half millions at 
the close of last year. It will be remembered that this 
same company was also the exception inasmuch as it is 
not borrowing from banks—clearly, however, there is a 
close connection between inventories and cash. 

The third cause of the smaller cash resources held by 
the big cigarette companies has been one of their own 
making. Of the four companies Liggett & Myers is the 
only one which has not paid out in the past five years 
dividends materially in excess of earnings. In the case 
of Reynolds Tobacco and American Tobacco the excess 





so paid out by each in dividends has been more than 
20 million dollars. 

It is quite apparent that the cigarette makers cannot 
continue indefinitely drawing on their cash as they have 
during the past five years. They must either raise addi- 
tional working capital on a permanent basis, permit 
their inventories to run down, or retain a material por- 
tion of their respective earnings in the business. The 
first of these possible courses would normally present 
no difficulty whatever—even in the troubled security 
markets of today any of the big cigarette makers should 
be able to sell preferred stock or debentures without un- 
due hardship. But whether new financing at the present 
time would work out in the interests of common stock- 
holders in the long run is another question. At least one 
company, Liggett & Myers, is of the opinion that new 
financing would not work out in the best interests of 
common stockholders at the present time, for it was 
stated at the annual meeting held in the middle of 
March that none was contemplated this year. However, 
it is not a possibility that has been ruled out altogether 
because in this same connection the president of the 
company said: “What the future will call for would 
depend to a considerable degree on the action of Con- 
gress on the undistributed profits tax and the costs of 
leaf tobacco.” 





Inventories Depend on Sales’ Volume 


So far as the possibility of permitting inventories to 
run down is concerned, it should be realized that this is 
a matter largely outside the control of the individual 
company. Nothing very much can be done about price; 
to buy a cheaper leaf has its obvious hazards. More- 
over, the physical size of the inventory can only be con- 
trolled by the company within limits. Cigarette output 
has risen from 104 billion in 1932 to 163 billion in 1937 
and it seems quite impossible that any such increase as 
this could have taken place without a great increase in 
the inventories of the companies doing the business. 
Possibly, however, tobacco inventories were accumulated 
with a view to further gains and now that cigarette 
output turned down in (Please turn to page 803) 
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“Can” Struggles to Regain 
Miarket Leader Status 


Long and Short Term Possibilities Are Interesting 


BY FREDERICK K. DODGE 


Cisinn schemes under ordinary circumstances are far 
removed from security values, still the evidence cannot 
be ignored that the faded blue chip—American Can 
common stock—has acquired a slightly bluer tinge. 
Perhaps this bluer tinge is being absorbed from the 
deep indigo surrounding near-term prospects for general 
business, since every recovery phase has had its genesis 
in dark and troublous days. At any rate, the recent 
market action of the stock is most encouraging, and 
optimistically speaking, there is the indicated possibility 
that this is a fore-runner indicating improvement ahead. 

It must be conceded that business indices as yet fail 
to confirm such a possibility, nevertheless, past experi- 
ence has proven that the actual transition from depres- 
sion to a recovery phase is rarely visible to the observer 
until after the event. During every such period some 


stocks or groups of stocks point the way by breaking 
out of the doldrums of inactivity on the upside, and 
thus far American Can is a candidate for the bell- 
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wether honor, although it must be remembered that a 
nomination is by no means assurance of election. 

As there has not been a corresponding move in the 
stock of its chief competitor—Continental Can—natu- 
rally the question must arise as to whether American 
Can’s stock has simply rallied from an over-sold con- 
dition in the course of its long decline since 1936, or is 
it actually pointing to better times ahead. 

Since American Can is normally the leader of its 
group, in either a decline or an upturn, it is not difficult 
to envision a reversal picture without the simultaneous 
confirmation of Continental Can, and the possibilitics 
of a trend reversal are clearly evident in the accompany- 
ing one point chart covering the period from July, 1956, 
to date. 

In the long decline from the high in 1936 to the close 
of 1937 every major rally failed to exceed the top made 
on the previous move. On the accompanying point 
chart, these tops are indicated by the letters A, B, and 
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C. This action held true in the minor movement with 
but one exception in September of 1937 (indicated by 
parallel lines), when the stock penetrated a previous 
high by one point at 101. However, this action was not 
convincing as there was no follow through to the 
move. 

The actual reversal in the minor trend began its de- 
velopment in January of 1938 when the stock moved up 
from its low to the 82 level. After consolidating its 
gains between the limits of 76 and 82, an authentic 
upward movement penetrated the last mincr high in the 
previous downtrend (indicated by arrow). This was 
the first evidence of a possible reversal, and it was 
heavily supported by the simultaneous breaking of a 
long-term trend line X-X. 

Pushing on upward to the 91 level (D), the stock 
ran into a supply area with an inevitable reactionary 
phase following. In the first movement from 69 to 82, 
the corrective phase to 76 totalled only about 50 per 
cent of the original movement. After the next rise to 91 
another normal corrective reaction has taken place with 
the stock now standing at 83 and thus far totalling 
about a 50 per cent reaction. It is important to note 
that this latter correction is far less severe than that of 
the market as a whole which at the present time is 
pressing the December lows. Thus, a minor pattern of 
bullish significance exists. 

The real test, of course, will occur when an attempt 
is made at the major top C, and if the stock is success- 
ful in penetrating this level, a major confirmation of the 
minor movement would be afforded. 

Since the first of the year the recovery phase has also 
resolved itself within upward diagonal trend lines, and 
it will be important to watch the support given the stock 
near the lower limits of this trading range. A break 
out on the down side would be discouraging but not 
conclusive as later discussion will show. 

So much for the point chart picture. In the smaller 
chart the movement, from January, 1938, to date in 
daily highs and lows, has been depicted by means of the 
conventional bar graph. This movement practically 
coincides with the action in the point chart, but the 
important fact in bar chart picture is the development 
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of a series of gaps as shown in the above graph. 

Some chart students hold little brief for the gap theory 
and admittedly it can provide only an approximate 
yardstick. In this picture, however, a definite break- 
away gap formed at the 7014-70°4 level early in Janu- 
ary. In view of present thin markets the series of 
small gaps and lap gaps in the first movement in 
January can well be discarded. However, in February 
two definite measuring gaps appeared, the first at the 
78-7814 level and the second at the 82°4-84°4 level. 
The theory holds that when more than one measuring 
gap is located, the normal procedure is to split the 
difference between the two and assume that 40 per cent 
of the move has been completed at the point indicated, 
wh:ch in this case would be 813%. Adding an additional 
60 per cent to the 123g (Please turn to page 805) 
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United States Rubber 
Reorganization Plan 


Over the past eight or nine years 
there has been steady improvement 
in the affairs of the United States 
Rubber Co. Funded debt has been 
cut and a marked improvement in 
manufacturing efficiency has been 
achieved—this, despite increases in 
taxes and labor costs and despite the 
fact that at least half of these years 
were years of generally depressed 
business conditions. Now comes 
the time for another important step 
bearing upon the company’s re- 
habilitation. A special meeting has 
been called for the end of this month 
at which stockholders will be asked: 
(1) to extend the corporate exist- 
ence of United States Rubber, (2) 
to retire the preferred and common 
stocks held by a subsidiary, (3) to 
change the common stock, now 
without par value, to a par value of 
$10 a share and (4) to authorize the 
issuance of bonds up to a total of 
$75,000,000. Stockholders can have 
no quarrel whatsoever with the first 
three of the proposals. They may, 
however, at first have doubts as to 
the desirability of the bond issue. 
At the present time the company is 
obligated for $50,000,000 of 5s which 
have been issued under a very bur- 
densome indenture. It is desired to 
retire these and it was the com- 
pany’s belief early this month that 
some $45,000,000 of first mortgage 
bonds could be sold bearing a cou- 
pon lower than 5 per cent. Even 
though as much as 5 per cent had 
to be paid, it probably would be wise 
to eliminate the old issue because of 
the restrictions which it imposes 
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For Profit and Income 


upon the company’s freedom of 
financial action, including the pay- 
ment of preferred and common divi- 
dends. No less than 75 per cent of 
each class of stock, preferred and 
common, are needed in agreement to 
authorize the proposed changes, 
which, in our opinion, are wholly de- 
sirable. 


Higher Liquor Taxes? 


The House has voted to increase 
the Federal tax on distilled spirits 
from $2.00 to $2.25 a gallon. Po- 
litical observers report that this is 
one of the provisions of the House 
Bill likely to remain unmodified by 
the Senate. The new development 
must be considered adverse, at least 
to some extent, to the liquor compa- 
nies. Because of the curtailment of 
purchasing power brought about by 
the recession, wholesale sales of 
whisky during January were 6.6% 
below January, 1937. A further de- 
cline in demand would be the logical 
result of higher prices and, thus, the 
liquor companies in an attempt to 
bolster their sales volume, appear 
likely to absorb part of the increased 
tax levy themselves. Moreover, it is 
te be noted that bootlegging, which 
we still have with us, becomes more 
aggressive with every increase in 
price. For this reason alone the in- 
clination of the distillers would be to 
absorb part of the tax. 


Market Phenomena 


In the middle of March, this year, 
the common stock of Republic Steel 














sold at $17 a share while the 442% 
bonds were 79. At the end of April, 
1936, the common stock was the 
same $17 a share, whereas the bonds 
were 9614. The preferred stocks of 
this company have acted in a man- 
ner which is similarly poor, relative 
to the action of the common. Or, 
take Armour & Co. (Illinois): in 
the middle of March the common 
stock sold at 5, or the same price at 
which it was selling at the end of 
April, 1936. On the other hand, the 
prior preferred stock, selling at 71 
two years ago, sold the other day 
under 40. Other examples of a 
company’s senior securities faring 
less well than the common stock are 
to be found. It is apparent that one 
of two things is true (1) either 
bonds and preferreds generally, rel- 
ative to common stocks, were too 
high in 1936 or (2) common stocks 
today are high in comparison with 
bonds and preferreds. A logical con- 
clusion from this line of reasoning 
is that if one feels that the present 
clouds will disperse in the sun of 
business and political improvement, 
then the better opportunities lie in 
senior securities. On the other hand, 
if it appears that a clearing of the 
business and political doubts is not 
yet apparent, it would be preferable 
to build up a_ backlog of cash 
through the sale of common stock 
rather than by the liquidation of 
bonds and preferreds. 


Brevities 


Owing to the lower costs of flour, 
sugar and other raw materials, the 
baking and biscuit companies have 
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future a great deal will de- 
pend upon how great a 
contraction in sales’volume 
the recession will bring. 
_.. For years the annual 
reports of the United 
States Steel Corp. have 
been a model of complete- 
ness. While still a model, 
they no longer stand alone. 
It is gratifying to see 
Johns-Manville and other 
companies making a seri- 
ous attempt through the 
annual report to improve 
both the stockholders’ and 
the employees’ knowledge 
of the business. . . . Aus- 
trian 7s, selling around 77 
just prior to the time Hit- 
ler “freed the country,” 
nose-dived under 30. 
Czechoslovak 8s, which 
have been holding com- 
paratively well near 90, 
might be expected to act 
similarly should Germany 
make further overt acts. 
Watch them closely! .. . 
Columbia Gas & Electric, 
asking S. E. C. permission 


.to pay preferred and com- 


mon dividends, again calls 
attention to governmental 
interference with private 
enterprise. Under the I. 
C. C. one of the few things 
left to the railroads’ own 
judgment has been the dec- 
laration of dividends. . . 

Seversky Aircraft has sub- 
mitted to Pan American 
Airways the plans and 
specifications for a plane 
with a pay load of 43,000 
pounds and a_ cruising 
range of over 5,000 miles 
at a cruising speed of 250 
miles an hour. The plane 


could be converted into a bomb- 
er to carry 20,000 pounds of bombs 
over a range of 12,000 miles at a 


speed of 300 miles an hour. 


Allied Chemical 


Coming but once a year, the re- 
port of the Allied Chemical & Dye 
Corp. always arouses considerable 
interest. Now that the company is 
giving its stockholders more infor- 
mation the interest has increased. 
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Developments in Companies Recently Discussed 


Goodyear Tire & Rubber. President expects 
a larger than normal replacement demand 
for tires which should play a part in off- 
setting the slump in the demand for other 
products of the rubber industry. 


Texas Corp. A new high record of sales and 
With 
a sales gain of 10 per cent over 1936, 


earnings was established last year. 


earnings were up 42 per cent. Profits in 
1937 were equivalent to $5.02 a share of 
common, compared with $4.10 on a smaller 
number of shares for the previous year. 


Newmont Mining. At the end of last year 
had a net worth of nearly $91 a share, 
mostly in the securities of high-grade min- 
ing and petroleum companies. The common 
stock of Newmont itself, however, closed 
the year at $55 a share. The stock un- 
doubtedly is still cheap from the stand- 
point of asset values. 


Western Union. 


of $17,000,000 already obtained and 
$3,000,000 arranged had utilized bank 
credit to "the full extent." For 1938 the 
deficit from railroad operations is placed 


at more than $4,000,000. 


Du Pont. At the annual meeting stockholders 


were told that the business had experi- 
enced a slight seasonal upturn during 
March. The betterment was principally in 
pigments, textile chemicals and rayon 
celiophane. The company's president, how- 
ever, pointed out that March usually runs 
some 8 per cent ahead of January and 


February. 


Reported to the Federal 
Communications Commission a net loss of 
$710,000 for January after charges. This 
compares with net income of $338,000 
after charges for January, last year. 


United Fruit. While the company failed to do 


Republic Steel. In the middle of March this 
company formally opened its new strip 
mill, the largest and fastest in the world. 
Capacity is 1,000,000 tons of hot and cold 
sheet and strip a year. 


Pacific Mills. A rift appeared in the busi- 
ness clouds when the president of this 
company at the annual meeting, March 15, 
said that orders were being booked equal 
to about two-thirds the amount necessary 
to rum full, whereas towards the end of 
last year only one-third to one-half such 
an amount was being booked. 


Southern Pacific. In seeking permission from 
the I. C. C. to borrow $14,000,000 from 
the R. F. C., this company stated that loans 


quite as well in the first quarter of 1938 
as in the first quarter of 1937, it was 
stated officially that the dividend would 
be covered during this period. 


Eastman Kodak. Peported earnings last year 


equivalent to $9.76 a share of common: 
they were the best in the company's his- 
tory. Unusual feature of the report was 
the writing up of the stated value of the 
common stock and the corresponding re- 
duction in surp!us. There have been count- 
less instances over the past few years of 
reducing the stated value of the common 
and, with the surplus so created, bringing 
fixed assets down to reasonable levels, but 
few examples of the reverse process. 





Sales last year were the highest in 
history—greater even than in 1929. 
Despite this, however, and despite a 
profit from the sale of securities, net 
income was lower than in 1936. The 
$24,770,845 which was reported as 
net income for last year was equiva- 
lent to $11.19 a share on the out- 
standing common stock and com- 
pared with $11.44 a share for the 
previous year. During 1937 Allied 
Chemical reduced its investment in 
the United States Steel Corp. from 
224,000 shares to 150,500. A profit 


of $856,661 was reported from the 
sale of securities, so that if it may 
be assumed that this was all real- 
ized from the Steel investment, it 
would mean that Allied made about 
$11 a share on the 73,500 shares 
which were sold during the year. In 
addition to the large interest in 
United States Steel still remaining, 
Allied Chemical at the close of last 
year was holding 270,000 shares of 
Air Reduction. The latter is selling 
in today’s market at about $52 a 
share. 
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Five Opportunities for Profit 


Stocks Whose Earnings Prospects 


Warrant Higher Levels 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Crucible Steel Co. of America 


Price Range, 1938 Recent Latest 
High Low Price Dividend 
443, 291/2 32 None 


The Crucible Steel Co. of America justly is rated one 
of the foremost manufacturers of alloys and specialty 
steels. A considerable portion of the company’s output 
is utilized in the manufacture of high-grade machine 
tools, a circumstance which thus far has enabled the 
company to offer stiffer resistance to the slump in de- 
mand for general steel products. Moreover, demand 
from the machine tool industry promises to hold up rela- 
tively well in the months ahead, with the benefit of 
extensive re-tooling operations planned by the auto- 
mobile industry, coupled with the continuing heavy 
export demand to meet requirements of foreign rearma- 
ment programs. As a longer range potentiality, more- 
over, Crucible Steel might be expected to benefit mater- 
ially in rearmament and naval building activities in the 
United States. The company’s business is world-wide, 
sales offices being maintained in a number of foreign 
countries. In recent years, the company has sought to 
extend its activities to other fields. In 1933, it acquired 
a company which owned a process for giving steel a 
copper coating and, more recently, has developed a new 
method of coating steel plate with tin electrolytically. 

Last year, the company’s gross sales increased $10,- 
000,000 to $59,679,895 and net income, after a tax of 
$241,247-on undistributed profits, totaled $4,017,931, 
equal after allowing for annual dividends on 238,000 
shares of 7 per cent preferred stock to $5.21 a share on 
450,000 shares of common stock. Last year’s showing 
compared with $3,067,156 earned in 1936, which was 
equal to $3.10 a share on the common stock. Last year, 
the company, in addition to paying regular dividends on 
the 7 per cent preferred stock, paid $2 on account of 
arrears, reducing this liability to $25 a share. The regular 
dividend of $1.75 a share has been declared on the pre- 
ferred for the initial quarter of this year. Ahead of the 
preferred stock is funded debt of $6,250,000. Current 
assets at the close of 1937, including over $2,600,000 
cash, amounted to $21,786,516, and current liabilities, 
including bank loans of $2,000,000, were $5,741,417. The 
1937 report hinted the possibility of new financing, but 
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any steps in that direction will doubtless be postponed 
pending improved market conditions. At the present 
time, the company’s capitalization is such that consid- 
erable leverage is imparted to the common stock. In 
1937 the shares sold as high as 8134 and this year have 
ranged between 44% and 3114. Currently quoted around 
32, the shares, although frankly speculative, are the type 
of issue which could move rapidly higher either in a 
market influenced by favorable trade developments or 
dominated by “war baby” issues. 


National Cash Register Co. 


Price Range, 1938 Recent Latest 
High Low Price Dividend 
18% 14% 16 $0.25 


Far and away the world’s largest manufacturer of 
cash registers, National Cash Register Co. has in recent 
years broadened its output to include the Ellis adding 
typewriter, posting machines and specialized equipment 
used by brokerage houses, utility companies and hotels. 
Meanwhile, through engineering and research activities, 
the company has materially improved and refined its 
many models of cash registers. 

Last year, with the benefit of a 19 per cent increase in 
total sales, net income gained nearly 37 per cent over the 
previous year. In 1937, foreign sales contributed more 
importantly to earnings than did domestic demand. 
Foreign sales increased 33 per cent, whereas the increase 
in domestic sales was less than 9 per cent, and of the 
company’s total volume of business, foreign bookings 
accounted for 46 per cent. Sales in the British Empire, 
which increased 27 per cent last year, accounted for 
nearly half of the total volume of foreign sales. The 
greatest gain was recorded in Latin-American sales, 
which increased 70 per cent and accounted for about 
10 per cent of the over-seas total. Assembly and parts 
plants are maintained in Canada, England and Japan. 
In Germany, the company’s subsidiary has been consoli- 
dated with the cash register division of Krupps, the 
latter retaining a minority interest. This arrangement 
would seem to carry considerable potential advantage 
to National. Interest in foreign companies and branches 
amounted to nearly $10,000,000 at the end of last year. 
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Net profit in 1937 of $3,920,667 was equivalent to 
$2.40 a share on 1,628,000 shares of common stock, com- 
prising the entire capitalization. The 1936 net of 
$2,865,341 was equal to $1.76 a share. At the year-end, 
current assets, including nearly $2,000,000 cash, amount- 
ed to $26,435,346, while current liabilities, including 
$2,335,000 notes payable, were $6,651,655. 

Dividends last year were paid at the rate of 25 cents 
a share quarterly and were augmented at the year-end 
by a 25-cent extra. The same rate of payments has been 
continued thus far in the current year. It is a foregone 
conclusion that current sales and earnings will be ad- 
versely affected by unfavorable business conditions gen- 
erally, but at current levels around 16 this prospect ap- 
pears to have been accorded substantial recognition 
marketwise. Viewed, however, in relation to the com- 
pany’s more promising longer term prospects, the shares, 
in their price class, would appear to possess interesting 
speculative possibilities. 





Niles-Bement-Pond Co. 


Price Range, 1938 Recent Latest 
High Low Price Dividend 
381/2 3014 31 $0.50 


Long established as one of the prominent manufac- 
turers of machine tools, Niles-Bement-Pond Co. has 
made vigorous strides in the past several years and 1937 
earnings were the largest in the company’s history. Total 
shipments last year were 32 per cent higher than for 1936, 
due principally to a substantial upturn in foreign 
demand. 

The products of Niles-Bement-Pond and its subsid- 
iaries include a diversified line of small tools such as 
taps, dies, reamers and cutters, precision machinery and 
gauges. The company produces specialized machine 
equipment used by the automobile, railroad and elec- 
trical equipment industries. In addition, output includes 
Diesel engines and a line of cranes and hoists. Business 
volume is about equally divided between li,ht and heavy 
equipment. While domestic demand, unde: normal con- 
ditions, contributes the major outlet, rearmament ac- 
tivities abroad have given a strong stimulus to export 
orders. Essentially, of course, the machine tool industry 
is of a “feast and famine” character, a condition which 
tends to impart considerable speculative flavor to the 
shares of representative manufacturers. At the present 
time, however, the industry would appear to be favored 
by various factors which could act to sustain earnings. 
In order to offset the added burden of increased wages 
and taxes, manufacturing industries are virtually com- 
pelled to effect every possible economy and efficiency in 
manufacturing operations. Modern machine tools pro- 
vide at least a partial solution to this problem. More- 
over, reliable advices indicate that the automobile in- 
dustry this year, in anticipation of radical changes in 
new models, will undertake considerable re-tooling. 
Further, the recent trend of events indicates slight possi- 
bility of a let-up in foreign demand necessitated by 
rearmament programs. 

The entire capitalization of Niles-Bement-Pond con- 
sists of 173,025 shares of stock, excluding 24,471 shares 
in the company’s treasury. On the basis of the out- 
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standing shares, net last year was equal to $7.46 a share, 
comparing with $4.04 a share, on the same basis, in 1936. 
Current assets at the year-end amounted to more than 
$6,000,000, while current liabilities were only slightly 
over $1,000,000. Unfilled orders at the close of 1937 
amounted to nearly $3,000,000, an increase of about 


$1,000,000 from the previous year-end. Dividends are 
being paid at the rate of 50 cents a share quarterly. 
Listed on the New York Curb Exchange, recent prices 
for the shares of around 31 compare with a 1937 high of 
62 and at these levels the issue offers a promising medium 
both for price appreciation and income. 





Climax Molybdenum Co. 


Price Range, 1938 Recent Latest 
High Low Price Dividend 
41 33s 37 $0.30 


The growth of Climax Molybdenum Co. in recent 
years is hardly to be matched among leading metal com- 
panies. In 1931, the company’s gross business was less 
than $1,500,000. Last year, net sales were in excess of 
$17,000,000 and output of more than 22,000,000 pounds 
of molybdenum represented an increase of 50 per cent 
over 1936 and a new high record. During the past three 
years, the company has expended more than $5,000,000 
for increasing production facilities. 

Climax Molybdenum is credited with ownership of 
more than 80 per cent of the world’s known supply of 
molybdenum and is estimated to supply about 75 per 
cent of the world demand. Although “Moly” is a prod- 
uct of comparatively recent development, from the 
standpoint of industrial importance, it has been brought, 
largely through the research activities of Climax, to a 
point where it has now become one of the most impor- 
tant metal alloying agents. That molybdenum is held 
in particularly high regard by foreign steel producers is 
indicated by the fact that about two-thirds of Climax’s 
annual output is shipped abroad. However, until the 
recent slump in the steel industry, the percentage of 
domestic demand was gaining rapidly. 

The company has shown no disposition to exploit its 
virtual monopoly and prices of molybdenum have been 
progressively lowered. Nevertheless, Climax has demon- 
strated outstanding ability to save a substantial portion 
of gross sales for net income. In 1936, net income of 
$5,206,111, after depreciation, depletion and taxes, was 
equivalent to 45 per cent of gross, while last year a net 
profit of $7,173,796 was equal to 41 per cent of net sales. 
In 1937 earnings available for the 2,520,000 shares of 
capital stock, comprising the company’s entire capitali- 
zation, were equal to $2.85 a share, as compared with 
$2.06 a share in 1936. Including a year-end extra of 
50 cents a share, total dividends last year amounted 
to $1.70 a share. Payments have been continued thus 
far in the current year at the rate of 30 cents quarterly. 

Recently quoted at 37, the shares, off-hand, might 
appear rather generously valued in relation to the 
company’s recent earnings. This appraisal, how- 
ever, might be justified on the grounds of the com- 
pany’s dominant position as a producer of a metal 
which promises to become increasingly important, even 
in the face of general busi- (Please turn to page 806) 
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Reasons Behind 


Unfavorable Dividend Actions 


What to Expect in the Future 


BY PHILLIP DOBBS 


I. is doubtful whether there has ever been as sharp a 
contraction in dividend payments as has been seen so 
far this year. It seems that everything pertinent to the 
making of distributions to stockholders suddenly became 
adverse. Most important, of course, has been the intensi- 
fication of the business recession which developed at a 
time when corporations, goaded by the tax on undis- 
tributed profits, had already paid out the greater part of 
their earnings. As matters stand today there is every 
reason to defer dividend action until later on in the year: 
if business and earnings do improve payment can always 
be made before the end of 1938 and in plenty of time to 
escape the tax on undistributed profits should it still be 


in existence. On the other hand, should there be no in- 
provement, a corporation may well be glad that it was 
decided not to undermine cash positions by payments 
to stockholders. 

In view of the motives underlying the reduction and 
omission of dividends, stockholders should not regard 
their reduced incomes too pessimistically, for it is likely 
that the present quarter will prove to be the worst. 
There will be found below a number of important com- 
panies that recently have revised dividend rates down- 
ward. We give the reason for the reduction wherever 
possible and also in the majority of cases a clue as to 
what may be expected in the future. 











Allis-Chalmers. Dividend of 3714 
cents payable March 31 compares 
with 50 cents at the same time a 
year ago. Company’s tractor busi- 
ness is reported to be doing very 
well. Dividend reduction probably 
reflects more the need for working 
capital than reduced earning power. 
Expect larger payments later. 


American Rolling Mills. Took no 
action on the January dividend—a 
major reason being the tax on un- 
distributed profits which caused the 
greater part of earnings to be dis- 
tributed as dividends last year. Cur- 
rently, the company is feeling the 
recession quite acutely. 


American Smelting & Refining. 
Dividend of 50 cents payable May 
31 compares with 75 cents in the 
previous quarter and with 75 cents 
at the end of May, 1937. Slacken- 
ing operations and lower metal 
prices may bring about another divi- 
dend reduction before the end of 
the year. 
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American Steel Foundries. Divi- 
dend of 25 cents payable March 31 
compares with four quarterlies of 50 
cents each last year. At the end of 
1937 unfilled orders were down 
sharply and, now that there has 
been a railroad freight rate decision 
less favorable than hoped for, the 
dividend outlook can hardly be con- 
sidered bright. 


Armour & Co. (Illinois). Divi- 
dends on the common, the 7 per cent 
preferred and the $6 prior preferred 
normally payable towards the end 
of the fir t quarter have been de- 
ferred. Large inventory  write- 
downs have been among the impor- 
tant causes of this action. Dividend 
resumption probably awaits stabil- 
ity in meat prices. 


Borg-Warner. Failed to declare 
the dividend normally payable April 
1. Company states that it will en- 
deavor to maintain a proper balance 
between (1) the right of stockhold- 
ers to receive a liberal distribution 


of current earnings and (2) prudent 
provision for ample working capital 
and for constructive expansion of 
the business. While the company 
operated at a loss in the first two 
months of the year, both earnings 
and dividends should be quick to 
reflect any change for the better in 
general business. 


Brooklyn Union Gas. No action 
was taken on the dividend normally 
paid April 1. Company has been 
hard hit by increasing costs, espe- 
cially taxes, and unless it should be 
successful in raising rates, it is 
doubtful that there will be an early 
resumption of payments to stock- 
holders. 


Chrysler. Took no action on the 
dividend usually declared towards 
the end of February. Company 
points out that in the past two 
years it has paid to stockholders 
$22 a share out of earnings of $25.91 
and that so long as the tax on un- 
(Please turn to page 804) 
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1923-25 = 100 


BUSINESS ACTIVITY 


M. W. S. Index (per capita basis) 






















































































Recent indications are that the severe slump 
in INDUSTRIAL PRODUCTION has been at 
least temporarily arrested, implying that the 
worst phases of the latest depression have been 
sila. Recovery, however, may be slow and 
cautious. At the extreme low of 67.7 touched 
during the third week of February, the decline 
in Business Activity from the peak of 103.1 
reached during the second week of September, 
1937, amounted to fractionally more than 34% 
—the sharpest, and next to the biggest slump 
on record. Business volume for the first two 
months of 1938 averaged 24.3%, lower than 
a year earlier; so that first quarter profits, gen- 
erally speaking, are likely to make a sorry show- 
ing compared with the corresponding period 


’ of 1937. Fortunately this is water over the dam. 


* * * 


During the past three weeks there has been 
moderately greater than normal seasonal ex- 
pansion in practically all of the leading indus- 
tries which enter into our Business Activity 
Index, prompted partly by replenishment of 
declining inventories and partly by the removal 
of a number of uncertainties which had been 
paralyzing business initiative. Granting that 
topheavy inventories were primarily respon- 
sible for the five months’ business slump, the 
progress made in cutting stocks of finished and 


(Please turn to next page} 
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HIGHLIGHTS 


INDUSTRY — Industrial production 
picks up moderately. Seasonal im- 
pulses apparent in several basic in- 
dustries. European crisis drives 
frightened foreign funds to the U. S., 
and holds promise of further war 
orders from abroad. 


TRADE—Lengthening unemployment 
cuts retail sales in industrial centres; 
but demand from agricultural areas 
still holds up well. 


COMMODITIES—War crises abroad 
has had the effect of unsettling 
prices for world staples; but longer 
range prospects point to rising mar- 
kets. 


MONEY AND CREDIT — Beginning 
of heavy gold imports from Europe 
point to mildly inflationary conse- 
quences to this country; but, at the 
moment, bank credit is again con- 
tracting. 
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SUPPLY & DEMAND 
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Business and Industry 





Latest 
Month 


Previous 
Month 


Last 
Year 


PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION (b)| 
World 


96.7 
73.5 
96.6 
117.8 
77.2 
124.9 


99.4 
76.2 
106.3 
118.3 
80.3 
122.9 


111.6 
103.5 
101.4 
114.0 

79.5 
115.1 





79.Kpl) 


80.9 


86.3 





Fuel and Light 
Sundries 
Purchasing value of dollar 


86.7 
80.1 
87.8 
76.0 
86.3 
97.5 
115.3 


87.5 
82.0 
88.2 
76.7 
86.3 
97.6 
114.3 


87.2 
86.3 
82.8 
75.0 
86.5 
96.1 
114.7 





NATIONAL INCOME (cm)7{.... 
CASH FARM INCOME?{ 
Farm Marketing 
Including Gov't Payments 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 
Paid (ee) 


$5,359 


$603 
620 
97 
126 


77 


$6,313 


$675 
683 
102 
126 


81 


$5,434 


$638 
683 
127 
132 


96 





FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 


90.4 





FACTORY PAYROLLS (f) 
(not adjusted) 


90.7 





RETAIL TRADE 
Department Store Sales (f) 
Chain Store Sales (g) 
Variety Store Sales (3) 
Mail Order Salest 


88 
106.6 
110.0 
$51.9 





RETAIL PRICES (s) as of 


91.2 


93.7 





FOREIGN TRADE 
Merchandise Imports t 
Cumulative year’s total f 


Cumulative year's total f 


$163.5 
163.5 
286.1 
286.1 


$228.7 
228.7 
219.0 
219.0 





RAILROAD EARNINGS 
Total Operating Revenues * 
Total Oper. Expenditures * 
Taxes * 
Net Rwy. Operating Income*... 
Operating Retio % 
Rate of Return % 


$279,259 
232,710 
28,813 
6,920 
83.33 
0.49 


$300,321 
243,354 
21,084 
25,972 
81.03 
1.63 


$331,672 
253,622 
28,053 
38,890 
76.48 
2:73 





BUILDING Contract Awards (k) 


Residential ¢ 

Public Works and Utilityt...... 
Non-Residential t 

Publicly Financedt 

Privately Financed t 


$119.0 
40.0 
30.5 
48.5 
51.1 
67.9 


$195.5 
36.2 
101.8 
57.5 
120.9 
74.6 


$188.3 
63.0 
59.6 
65.6 
69.4 
118.9 





Building Permits (c) 


New York Cityt 
ROME PGi ei nck as cesa 


$48.0 
6.1 
54.1 


$40.9 
106.0 
146.9 


$55.2 
30.6 
85.8 





Engineering Contracts (En)t 


$210.8 


$190.2 


$189.2 








LUMBER PRODUCTION, feeti.. 


1,246 


1,432 


1,571 





. 


(Continued from page 783) 


semi-finished stocks since the beginning of the 
year lends a more hopeful aspect to the outlook, 


* * * 


Uncertainties which have been removed during 
the past few weeks should accelerate recovery, 
not so much that the outcome has been satisfactory 
as because the unknown has given place to some- 
thing concrete upon which business planning can 
be based. This is particularly germane to recent 
developments in Europe which have made it rea- 
sonably certain that foreign holdings of American 
securities will be increased, while greater armament 
activities abroad should help to absorb raw ma- 
terial inventories and add in some measure to our 
export trade. 


* * * 


Employment and payrolls have recently be- 
gun to pick up seasonally, while retail trade on 
the other hand, is commencing to reflect the 
dwindling buying power of people who have 
been out of work for some time. Comparing Feb- 
rcary with the like month of 1937, department 
store sales declined 8%, against a recession of 
only 4% during January; while sales of rural mer- 
chandise, chain and variety stores, declined 3%. 
During the past fortnight comparative sales records 
have also suffered from the late Easter this year. 
Food stores are in the midst of a bitter price war. 
Total installment sales last year are estimated at 
five billions, compared with 4.5 billions in 1936 
and 3.6 billions in 1935. 


The railroads, having received only $175,- 
000,000, or about a third of the freight rate in- 
crease sought, are now planning to seek wage re- 
ductions as a further means of ameliorating their 
critical financial condition. Such a move would be 
fought by the powerful railway employees’ unions, 
would lack support from the present Administra- 
tion, and might develop into a long drawn out con- 
test of dubious outcome. Present prospects are 
that the necessity for wage cuts will be largely 
eliminated through traffic recovery before a de- 
cision could be reached. Meanwhile payrolls ure 
being reduced monthly by the direct method 
of laying off employees. 


* * * 


Construction contracts awarded during Feb- 
ruary in 37 states east of the Rockies were only 
37% lower than for the corresponding month of 
1937, compared with a decline of 41% in Janu- 
ary. Residential awards in February were also 
37% below last year; but gained 10% over Jan- 
uary. Considerable speculative building should 
soon be stimulated by recently liberalized pro- 
visions of the FHA, but the market for new houses 
is being hurt some by disposal of property taken 
over by the HOLC. 
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£ Ingot Production in tons®.. .... Feb. 1,703 1,732 4,725 Automobile sales during National Used Car 
‘ Pig Iron Production in tons*. ...| Feb. 1,298 1,429 3,212 Exchange Week are unofficially estimated at 
Shipments, U. S. Steel in tons*..| Feb. 474.7 518.3 1,133.7 175,000, or abour 22% of dealers’ stocks at the 
outset. Since trade-ins were part consideration 
AUTOMOBILES for about 80% of total sales, it would appear that 
Factory Sales the week's net reduction in used car inventories 
U.S. and Canada (all types)..... Jan. 228,074 346,886 399,186 may have amounted to less than 5% in number; 
Retail Sales though somewhat greater in value. Nevertheless, 
Passenger Cars, U.S. (p)........ Feb. 120,000 149,000 © 214,973 production schedules are being stepped up in 
p ES Se > Aner Feb. 26,000 32,000 41,815 response to a seasonal rise in demand. 
va . o > 
| PAPER (Newsprint) 
| Production, U.S. & Canada* (tons).| Feb. 264.0 295.0 367.7 Machine tool orders in February, owing to a 
Shipments, U.S. & Canada* (tons)..| Feb. 225.4 221.9 383.3 sharp drop in foreign bookings attributable largely 
Stocks, U. S. & Canada* (tons)....| Feb. 28 171.0 132.3 63.2 to slack buying by Russia and England, were 54% 
> under a year ago; with domestic business off 60%, 
INVENTORIES (f) and foreign booking down 37% on the year. It 
Q Manufactured Goods........... Jan. 120 115 111 is encouraging, however, that domestic orders 
Raw Materials................. Jan 199 197 139 booked during February were 13% ahead of Jan- 
Dept. Store Stocks............ Jan. 71 72 74 uary, the first gain in seven months. Both foreign 
= and domestic orders should soon pick up briskly. 
| GENERAL 
Machine Tool Orders (f).......... Feb. 75.7 118.4 165.2 2 et vie 
Railway Equipment Orders 
Locomotive amet Back vino & whad Feb. 109 25 10,532 Boot and shoe production in January was 21% 
Freight Cars ects ccereceseecsoce Feb. 17 9 33 ahead of December; but 31% below January of 
Rails (tons) veecereteesececvences Feb. 2,890 65,550 ercecns 1937. Average monthly production of 34,330,- 
Cigarette Production}............ Jan. 13,058 12,611 13,436 000 in 1937 was only 1% below 1936 and com- 
Bituminous Coal Production * (tons)} Feb. * 27,000 30,880 42,110 pares with 25,524,000 for January of the current 
Boot and Shoe Production Prs.*. .. Jan. 25,524 21 {047 37,1 49 year. Retail inventories of women's footwear are 
Portland Cement Shipments * eeeeee Jan. 4,390 4,193 4,689 low, and prices off sharply; so that industrial re- 
& very should brin risk upturn i mand. 
COMMERCIAL FAILURES (c)..| Feb. 1,071 1,320 “ie ee 
WEEKLY INDICATORS 
a ee Tome PRESENT POSITION AND OUTLOOK 
Date Week Week Ago 

ELECTRIC POWER OUTPUT 3 i 

SE os ee, 3 Mar.12 2,015 2,036 2,213 Electric power output continues to widen its 
: : ; percentage decline from last year’s levels; yet the 

TRANSPORTATION drop is somewhat less than seasonal in magnitude, 
Carloadings, total................ Mar. 12 556,664 552,916 744,499 because the industry is continually recruiting new 
RRS aie Mar.12 31,499 33,039»: 98,387 | consumers and developing new uses for electric 
ES eee Mar.12 110,401 112,617 178,330 | Power. It is hoped that a joint inquiry into the 
Forest Products...............04. Mar.12 27,607 26,932 38,662 | VA mess by both houses of Congress may serve 
Manufacturing & Miscellaneous....| Mar.12 216,922 211,328 307,688 to awaken the public to the business damage 
EE MAUD. 5.2 sc sha ccascscss Mar.12 150,669 151,498 169,817 | wrought by hamstringing the utilities. 

$ * ye LI 

STEEL PRICES Steel ingot rate of output has risen severai 
Pig Iron $ per ton (m)............ Mar. 15 23.25 23.25 23.25 points within the past fortnight, and a somewhat 
Scrap $ per ton (m).............. Mar.15 13.58 13.42 21.25 better feeling obtains in the trade. With definite 
Finished c per Ib. (m)............ Mar. 15 2.605 2.605 2.605 | knowledge of what to expect in the freight rate 

matter, some pent up orders for urgently needed 

STEEL OPERATIONS rails and equipment may soon be released, and 
We or Capacity CM). «5.65. oes ses Mar. 19 32.0 30.0 89.0 moderate expansion in demand is also expected 

from the automobile, farm equipment snd miscel- 

CAPITAL GOODS ACTIVITY laneous industries. Shipbuilding and tin plate 
NG Epo aie 2 ORai i i Bap ee Mar. 12 53.4 52.8 91.1 demand is active. 

* * * 

PETROLEUM Petroleum. First quarter profits of the large 
Average Daily Production bbls. *..| Mar. 12 3,382 3,340 3,373 integrated oil companies, particularly in the Mid- 
Crude Runs to Stills Avge. bbls.*..| Mar. 12 3,100 3,130 3,045 Continent area, may be disappointing, owing to 
Total Gasoline Stocks bbls.*...... Mar.12 93,084 92,151 79,666 further weakness in prices of refined products. 
Gas and Fuel Oil Stocks bbls.*....} Mar.12 122,818 122,471 97,380 While a serious crisis, arising from the highest 
Crude—Mid-Cont. $ per bbl...... Mar. 19 +27 1.27 1.27 stocks of gasoline in the history of the industry, 
Crude—Pennsylvania $ per bb!....| Mar. 19 1.75 eee: 2.20 may be postponed until next winter, the unfavor- 
Gasoline—Ref. N. Y. $ per gal....| Mar.19 .0614-3%4  .0614-%4 06%| able implications should not be overlooked. 
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| Age. 
| | Estimate. 


t—Millions. 


estimates of income paid out. 








(d)—Nat. Ind. Conf. Bd. 1923—100. 
14—100. (f)}—1923-25—100. (g)—Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. 
(n)}—1926—100. (p)—R. L. Polk’ & Co.'s Estimate. 
(En)—Engineering News Record. 


(pl)—Preliminary. 


(s)—Fairchild Index, Dee. 1930—100. 


*—Thousands. (a)—Estimated. (b)—Annalist Index 1928—100. (c)—Dun{& Bradstreet's. (cm)—Dept. of Commerce 
(e)—Dept. of Agric., 1924-29—100. 


(ee}—Dept. of Agric., 1909- 
(k)—-F. W. Dodge Corp. (m)—lron 
(w)——Ward's 
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Trend of Commodities 


The past fortnight has heen a hectic one for commodities. has been most conspicuous in futures, while spot prices have 


Markets for the most part have been dominated 


been firm to moderately higher. Barring a more crucial tum 


developments and their sinister implications. Plochehens in European developments, the prospect for some recovery 
notably in grains, have been particularly wide with gains in commodity prices is fairly hopeful. Reduction of supplies 
alternating with losses as the market sought both to interpret in the hands of processors and manufacturers since the first 
weather reports in the United States and events abroad in of the year has proceeded at a fairly rapid pace and there 
terms of supply and demand. Weakness in the entire list appears to be a growing disposition to place forward orders, 





(LONG TERM TREND) 


(U.S. DEPT. OF LABOR'S 784 COMMODITIES INDEX 1996 100) 
(M. W.S. INDEX 1993-25=100) 





WHOLESALE PRICES RAW MATERIAL 


Changes in Major Commodity Price Group for the Fortnight Ended March 12, 1938 


PRIC 


7 


down 0.1 
90.6 down 0.5 
78.6 down 0.3 
89.6 no change 














Latest Previous. Net 
Date Wk. or Mo. Wk. or Mo. Change 


PRESENT POSITION AND OUTLOOK 











COTTON 


Price cents per pound, closing 
8.76 8.93 —.17 


8.83 8.93 —.10 
8.82 8.99 —17 
(In bales 000's) 
Visible Supply, World ; 9,127 7,017(d) +2,110 
Takings, World, wk. end . 387.8 333.6 +54.2 
Total Takings, season to ; 12,327 15,243(d) —2,916 
Consumption, U. S , 428 435 666 
Exports, wk. end ; 148.7 122.9 +25.8 
Total Exports, season to.......... ; 4,574 4,263(d) +311 
Government Crop Est. (final) , 18,746 12,399(d) +6,347 
Active Spindles (0090's) 22,357 24,536(d) —2,179 





WHEAT 

Price $ per bu. Chi. closing 
8714 88% —.011% 
y 83% 845% —% 

Spot (No. 2 Red «. i. f.) N.Y... ; 1.041 1.06 —.01% 
Exports bu. (000's) wk. end é 1,105 765(d) +340 
Visible Supply bu. (000's) as of ... : 56,637 36,252(d) +20,385 
Gov't Crop Est. bu. (000's)....... * 873,993 626,766(d) +47,227 





CORN 
Price cents per bu. Chi. closing 
19 5976 59 +4 


‘ 19 61% 60% +5 
Spot (No. 2 Yellow N. Y.)..... .19 13% 712964 +% 

Visible Supply (bu. 000's) as of . . . .12 38,314 12,696(d) +25,618 

Gov't Crop Est. (bu. 000's) . 17 2,644,995 1,507,089(d) +1,137,906 











Cotton. Thus far there appears to have been 
scant inclination to regard cotton as a “war baby,” 
traders probably recalling what happened in 1914 
at the outbreak of the- World War. In those days 
the position of the United States as an exporier of 
cotton was much stronger than it is now but be- 
tween July and November cotton declined from 
11 cents to 5 cents a pound. Domestic consump- 
tion again declined in January of this year. Ex- 
ports have failed to hold up and large foreign 
crops are beginning to come on the world markets. 
Government figures estimating world consumption 
of American cotton this season at 12,000,000 
bales appear over-optimistic. Higher prices over 
the near term unlikely. 

* - * 

Wheat. Prices have dropped about 9 cents a 
bushel during the past two weeks. Intermittent 
rallies have been mostly of a technical nature. 
Price declines have followed increased rainfall in 
the winter wheat belt. The failure of lower prices, 
however, to stimulate export demand has been 
disappointing. War scares are one thing and abil- 
ity to pay another. Continue to look for a trading, 
inconclusive market in wheat. 

+ * * 

Corn. Continued firmness in com _ prices 
stands out by contrast. Sustained export demand 
is gratifying. Firm to higher prices appear a safe 
forecast. 





——— 
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Price cents per Ib. 
#2 SG 3 50 don cases sees Mar. 19 10.0 10.0 None 
a TS SPARE SL eS Be Mar. 19 9.90 9.75 +.15 
| Refined Prod., Domestic (tons). .... Feb. 59,393 70,487 —11,094 
Refined Del., Domestic (tons)... .. Feb. 27,389 24,881 +2,508 
Refined Stocks, Domestic (tons)....| Feb. 326,244 299,133 +27,111 
Refined Prod., World (tons)... ... | Feb. 161,350 174,302 —12,952 
Refined Del., World (tons)........| Feb. 137,466 139,528 —2,062 
Refined Stocks, World (tons)...... Feb. 529,853 505,969 +23,884 
TIN 
Price cents per Ib., N. ¥.......... Mar. 19 41 40Y%e +5 
World Visible Supplyt........... Feb. 25,261 27,101 —1,840 
Straits Shipmentsf................ Feb. 5,908 6,211 —303 
Pp OO Ea sae ear Feb. 4,420 5,550 —1,130 
U. S. Consumptiont.............. Jan. 3,390 4,010 —620 
LEAD 
Price cents per lb., N. Y.......... Mar. 19 4.50 4.50 None 
U. S. Production (tons)........... Jan. 39,19 49,581 —10,385 
U. S. Shipments (tons)............ Jan. 34,923 34,020 +903 
Stocks (tons) U. S., as of .......... Feb. 1 133,401 129,131 +4,270 
ZINC 
Price cents per Ib., N. ¥.......... Mar. 19 4.60 4.85 —-.25 
U. S. Production (tons)........... Feb. 41,146 48,687 —1,541 
U. S. Shipments (tons)............| Feb. 21,540 24,931 —3,391 
Stocks (tons) U. S., as of .......... Feb. 108,138 88,532 +19,606 
SILK 
Price $ per Ib. Japan xx crack..... Mar. 19 1.62-1.67 1.68-1.73 —,06 
Imports U.S. (bales)............. Feb. 25,416 29,858 37,348(d) 
U.S. Available Supplies......... Feb. 1 74,094 79,393 87,892(d) 
U. S. Mill Takings (bales)......... Feb. 30,260 30,715 58,484(d) 
Visible Supply U.S. (bales) as of..| Feb. 28 43,834 48,678 49,408(d) 
RAYON (Yarn) 
Price cents per lb................ Mar. 19 54.0 54.0 None 
OES SES are are Feb. 493 372 +121 
All Rayon—Month's Supply...... Mar. 1 2.8 9.5 +.5 
WwOoL 
Price cents per |b. Spot Tops. ..... Mar. 19 82.0 83.0 —1 
HIDES 
Price cents per Ib. (Chic. Lgt. Cows).} Mar. 9 8i4 814 None 
Visible Stocks (000's) as of ....... Feb. 1 15,454 15,378 +76 
Consumption (000's)............. Jan. 1 1,399 1,275 +124 
RUBBER 
Price cents per Ib................ Mar. 19 144% 14% +3, 
eS oe ares Feb. 43,930 42,135  43,289(d) 
Gaonwumotion, U.S.f......./..... Feb. 23,868 29,429 51,887(d) 
UE TOME GE, oo is ws see's Feb. 28 288,883 269,078  195,080(d) 
Tire Production (000's)........... Jan. 2,743 2,952 4,980(d) 
Tire Shipments (000's)............ Jan. 2,490 3,153 4,50%d) 
Tire Inventory (000’s) as of ......../ Jan. 31 11,000 10,800 11,377%d) 
COFFEE 
Price cents per Ib. (c) 

SS Ree Saar se Mar. 19 4.11 4.31 —.20 
Imports (bags 000's).............. Feb. 1,284 1,095 +189 
U. S. Visible Supply (bags 000's)..} Mar. 1,347 1,319 +28 

SUGAR 
Price cents per Ib. 

Domestic No. 3............... Mar. 19 2.19 2.20 —.01 
Raw Sugar 

Ee RES ee ain Gee Mar. 19 2.15 2.20 —.05 

Duty free delivered............ Mar. 19 3.05 3.10 —.05 
Refined (Immediate Shipment)... .. Mar. 19 4.65 4.65 None 
U. S. Deliveriest (000’s).......... Jan. 374.9 400.5(d) —25.6 
U. S. Stockst, as of (000's)....... Jan. 31 1,674.7 1,412.5d -+262.2 














Copper. February statistics disclosed an in- 
crease of 23,884 tons in world stocks of refined 
copper, and an increase of 27,111 tons in do- 
mestic stocks. The market took these figures in 
its stride, apparently satisfied with the trend toward 
reduced output and moderately increased ship- 
ments. Foreign demand has been active on war 
news but domestic sales have been close to de- 
pression lows. Prices may hold but higher levels 


not imminent. 
* * - 


Tin. According to late reports a tin buffer 
pool is gradually approaching reality, purchases 
to be made at £200 and sales at £230 a ton. Re- 
cent price in London £184. Firm to higher prices 
forecast. 

* © 

Lead. Favored by a comparatively good sta- 
tistical position, lead prices should reflect prompt- 
ly any upturn in demand. That consumers’ inven- 
tories are low is suggested by the persistent de- 
mand for prompt shipments. 


* + * 


Zinc. The reduction in prices following the 
release of the February figures, disclosing further 
impairment in the statistical position, has failed to 
accelerate demand. Seasonal upturn in steel may 
provide some stimulus. 


* * * 


Silk. American mill takings this season have 
been the lowest since the 1923/24 season. Do- 
mestic stocks at the end of February showed the 
normal seasonal decline. In the absence of any 
probable increase in demand, lower rather than 
higher prices must be expected. 


+ 7 * 


Rayon. Although demand for rayon reflects 
buyers’ caution, stocks are not large and shipmen..s 
are running ahead of production. No change in 
prices looked for. 


+ * * 


Wool. Proposed Government loan of 
$50,000,000 to wool producers should act to pre- 
vent any break in p“ces. Trade cautious awaiting 
British trade treaty negotiations. 


* * * 


Hides. Reliable reports indicate that retail 
sales of shoes are exceeding production and leath- 
er deliveries are lower than shoe output. Nothing 
in the statistical position warrants lower prices. 


* * * 


Rubber. February consumption was the low- 
est since 1933 and imports exceeded consump- 
tion. Dutch interests are agitating for a further re- 
duction in quotas. Little change in prices likely. 


* * * 


Coffee. Light demand responsible for soft- 
ness in prices. 


* * * 


Sugar. Recent prices for raw sugar, were the 
lowest in three years and demand for refined is 
light. Prices, however, appear on bottom and 
might conceivably improve under the impetus of 
the approaching seasonal upturn in refined de- 
mand, 














(a)—Expressed in % (1923-25—100). (c)—Wholesale Rio No. 7 N. Y. (d)—Year ago. 





t—Long tons. 
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Money and Banking 






































Latest Previous Year 
Date Week Week Ago COMMENT 
Time wasereues days) Ma “% “US Fo 
ey (60-90 days)........ hn, 1 14 The money market has not been affected b 
Prime Commercial Paper.......... Mar. 19 1% 1% *%@1i% the paying off of $400,000,000 in Treasury bills 
Call Money.....-..+-------+-+- Mar. 19 1% 1% 1 and the disbursement of some $150,000,000 in 
Re-discount Rate, N. ¥........... Mar. 19 1% 1% 1% Government bond et on March 15. Demand 
for funds continues at a low ebb and the addition of 
CREDIT (millions of $) $550,000,000 to bank deposits was practicall 
Bank Clearings (outside N. Y.)..... Mar. 5 2,365 1,927 2,895 offset by income tax payments estimated to “ti 
Cumulative year's total........... me. 3 S060... .::. 23,876 been about $700,000,000. 
Bank Clearings, N. Y............. Mar. 5 3,229 2,336 4174 pass 
Cumulative year's total............ Reet. 5. PROM as... 35,998 at iso onli 
F. R. Member Banks While the rate of decline in commercial, in- 
Loans and Investments.......... Mar. 9 21,262 21,231 22,801 dustrial and agricultural loans appears to be lev- 
Commercial, Asr., Ind. Loans os Mar. S 4,342 4,357 en elling off, the downward trend has not yet reversed 
Brokers Loans... . sent te steers Mar. 9 881 769 1,352 itself. The latest statement of Member Banks 
Invest. in U. 4 Gov eae res 2 a Mar. 9 8,081 8,1 37 9,024 in 101 cities reveals a decline of $1 5,000,000 in 
Invest. in Gov't Gtd. Securities...| Mar. 9 1,152 1,159 1,203 business loans. With New York City banks alone 
Other Securities RR a ES Mar. 9 3,009 3,002 3,314 accounting for the decline of $56,000,000 in 
Demand Deposits Fis = seco as ne Mar. 9 14,514 14,381 15,649 holdings of Government bonds, the $50,000,000 
Time Deposits ROE rer Mar. 9 5,258 5,260 5,167 issue of special tax date discount bills sold by the 
New York City Member Banks Treasury was absorbed without showing any ad- 
Total Loans and Invest.......... Mar. 16 7,724 7,867 3,691 dition to portfolios. A significant trend to watch 
Comm'l, Ind. and Agr. Loans....| Mar.16 1,672 1687 —s.....- in the coming weeks will be additions to bank in- 
Invest. U. S. Gov ts dir. & gtd...| Mar. 16 3,430 3,433 3,760 vestment portfolios. Banks, since last November 
Demand Deposits 3 SE Peres Mar. 16 5,834 5,932 6,503 have repurchased only about $300,000,000 of 
ee ee eee ee Mar. 16 645 670 671 the total $2,200,000,000 investments liquidated 
Federal Reserve Banks between July 1936 and November 1937. Should 
Member Bank Reserve Balance...| Mar. 16 7,328 7,311 6,830 banks continue to expand portfolios to any sub- 
Money in Circulation. ......... Mar. 16 6,328 6,334 6,385 stantial degree, such a policy might conceivably 
Gold Stock Be a ew «6 we Mar. 16 12,778 12,768 11,515 be the forerunner of general business expansion 
Treasury Currency..........-.-. Mar. 16 2,672 2,670 2,538 Such has been the experience on occasions in the 
Treasury Cash Se es De aw wep Mar. 16 3,550 3,562 2,697 past, although the time variation may be as much as 
Excess Reserves............... Mar. 16 1,460 1,470 1,450 six months. The report of New York City Mem- 
ber Banks for the week ended March 16, dis- 
closed a dip in loans and investments below the 
Latest Last Year $7,800,000,000 level for the first time since Jan- 
a Month Month Ago uary 5. Although business loans were off only 
NEW FINANCING (millions of $) $15,000,000, brokers’ loans dropped $97,000,- 
Corporate . 2. Peuma se esscvvesesseee Feb. $1 03.0 $49.3 $392.3 000, holdings of Government securities were off 
New Capital ide wae Oe 6 606 6 0 oe Feb. 40.8 45.5 1 52.3 $3,000,000 and “other securities” declined 
Refunding a agite Web 016 Oe@ 600 9404 0 'e Feb. 62.2 3.8 240.0 $1 6,000,000. Excess reserves of all member 
Government...........--.--2+5- Feb. 251.0 200.2 200.5 banks were still within $10,000,000 of their 
ONIN olin 477 fie od Sis’ 3a see's Feb. 200.2 200.2 200.5 tenth-month high of $1,470,000,000. 
Addition to Debt............. Feb. 50.5 None None 











POSITION OF FOREIGN BANKS 





Mar. 16, 1938 


Mar. 17, 1937 


COMMENT 

















Gold on Hand to Sight Liabilities. . 





BANK OF ENGLAND 
DM ote sik kos snes £419,476,000 £463,815,000 
Public Deposits. ..............-- 11,109,000 22,846,000 
dette. «..;..<.-..--.--s 154,713,000 131,226,000 
Bankers Accounts................ 119,046,000 93,969,000 
Other Accounts................. 35,667,000 37,257,000 
Government Secutities............ 112,206,000 94,854,000 
Other Securities.....0......00... 24,104,000 26,698,000 
Discount and Advances.......... 3,640,000 3,765,000 
ee a eae 20,464,000 22'933,000 
Re cs us 47,773,000 50,802,000 
Rea Te eee 327,249,000 314,617,000 
BANK OF FRANCE Mar. 10, 1938 Mar. 12, 1937 

Gold Holdings.................. Fr.55,806,000,000 Fr.57,358,000,000 
Credit Balances Abroad. ......... 17,000,000 15,000,000 
French Commercial Bills Disc. ..... 10,191 ,000,000 8,025,000,000 
Bills Bought Abroad............. 826,850,000 11,289,000,000 
Advance Against Securities....... 3,864,000,000 
Note Circulation. ............... 86,405,000,000 
Credit Current Accounts.......... 18,707,000,000 
Temp. Advs. to State............ 20,072,000,000 

54.57% 





The ominous nature of bellicose developments 
in Continental Europe was accompanied by wide- 
spread repercussions in London. Stocks suffered 
their worst break in many months, selling down to 
new low levels and British Government bonds, 
under the weight of frightened liquidation arising 
from the fear of greatly increased armament out- 
lays and larger taxation, broke sharply. Govern- 
ment support to the bond market became neces- 


sary to rally prices. 
* a 


Conditions in France have become progressively 
worse. Industrial production continues to decline 
and the deficit in the credit balance continues to 
mount. Hope has arisen that the European crisis 
may unite the warring political factions in France 
into a strong Government. This remains to be seen. 
Meanwhile the position of the Treasury becomes 
more precarious, the debt to the Bank of France 
has risen to 32,700,000,000 francs in less than two 
years and the margin of unused borrowing power 
has been reduced to 4,000,000,000 francs. 
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POSITION OF FOREIGN BANKS—Continued 

















ERMAN REICHSBANK Mar. 15, 1938 Mar. 15, 1937 
Gold and Bullion................ Rm.70,700,000 Rm.67,400,000 

Of Which Deposits Abroad..... 20,333,000 18,842,000 
Reserve in Foreign Currency....... 5,500,000 5,600,000 
Bills of Exchange & Checks........ 5,140,300,000 4,448,600,000 
Re re ser eee 389,186,000 498,006,000 
oS RGR a A nr 725,353,000 914,772,000 
Notes in Circulation............. 4,949,400,000 4,522,400,000 
Other Daily Matured Obligations. . 823,134,000 715,802,000 
Other Liebilities................ 197,832,000 352,387,000 
Proportion of Gold & Foreign Cur- 

rency to Note Circulation....... 1.54% 1.62% 

_|BANK OF CANADA Mar. 16, 1938 Mar: 17, 1938 

‘| Reserve Gold, Coin & Bullion. .... $180,014,000 $182,974,000 
SVMF EHUINON. os. cos ccbcsaeveess 2,993,000 2,385,000 
Reserve in Sterl. & U. S. Dollars... . 23,290,000 17,748,000 
Subsidiary Coin................. 189,000 237,000 
Dom. & Prov. Gov't Short Term Se- 

a eect wna 120,101,000 50,960,000 
Other Dom. & Prov. Securities..... 41,225,000 101,503,000 
CRT PACUNUES.. 6 ce cece ECs ro See eee 
Note Circulation. ..... sees sp 150,276,000 122,096,000 
Deposits—Dom. Gov't............ 23,311,000 26,356,000 
Chamaree Banks... 6c. sok et 193,514,000 197,160,000 
Res. to Note & Dep. Liabilities. ... 55.80% 58.48% 





Economically, Germany will both gain and lose 
through the acquisition of Austria. By extending 
her borders, Germany will have access to larger 
markets and has gained such important natural re- 


sources as iron ore, coal and timber. It is expect- 
ed that the rigid control of exchange practiced 
by Germany will be extended to include Austria 
and bolster the former’s foreign exchange re- 
sources. On the debit side, the problem of ade- 
quately feeding seven million additional people 
must be met; also Austria's half millionYunem- 
ployed must be absorbed. 


= * s 


Although Canadian business has slumped, an in- 
evitable reaction of the depression in the United 
States, the decline has been much less severe and 
recent indications point to stabilization around 
prevailing levels. The steel industry has recently 
booked a number of large orders and retail trade 
holds up well. Exports, on the other hand, con- 
tinue to decline, dropping $14,000,000 in Feb- 
ruary and reducing the net gain for the first eleven 
months of the current fiscal year to $23,000,000. 





FOREIGN EXCHANGE IN DOLLAR TERMS 
































Quotations in cents and decimals of Demand Cables 
acent except pound sterling whichis Mar.17 Year Ago Mar.17 Year Ago COMMENT 
in dollars and cents. 
Country and Par Rarely has the foreign exchange market been as 
Great Britain ($8.2397 a sov.)....... 4.96% 4.885, 4.96% 4.8834 | upset as in the past two weeks. The sensational 
Austria (23.82c a schilling)f........ 18.78 18.71 18.78 18.71 developments in Europe and fears that a major 
Belgium (16.9502c a belga)......... 16.83% 16.84% 16.831 16.841 | war was imminent brought about a flight of capital 
Czechoslovakia (3.51¢ a crown)...... 3.5014 3.4914 3.501% 3.49% | of large proportions. For the most part it was e 
Denmark (45.374c a krone)......... 22.16 21.82 22.16 21.82 flight to this country, although there were all kinds 
Finland (4.264c a finmark).......... 2.199% 2.16 2.199% 2.16 of cross currents. Nor, in some respects, were the 
France (par not definite)............ 3.081% 4.5914 3.081% 4.59% | complications faced by the foreign exchange 
Germany (40.33c a mark)**......... 40.16 40.23 40.16 40.23 market any less because of the operations of the 
Germany, registered (comml.)....... 19.60 20.00 19.60 20.00 various stabilization funds. However, the net re- 
Germany (travel mark).............. 24.25 23.75 24.25 23.75 sults of a frantic two weeks speak for themselves, 
Greece (2.197c a drachma)......... 0.914% 0.89% 0.911% 0.90 Sterling was down from $5.0134 to $4.95; French 
Holland (par not definite)........... 55.30 54.69 55.30 54.69 francs from 3.2534 cents to 3.07 cents; guilders 
Hungary (29.613c a pengo)4....... 19.91 19.75 19.91 19.75 from 55.96 cents to 55.12 cents. Even the Scan- 
Italy (5.2634c a lira)§ PPP ery ee ee 5.2614 5.261 5.261 5.261% dinavian and South American currencies were 
Norway (45.374c a krone).......... 24.94% 24.56 24.9414 24.56 lower; nor was the Canadian dollar an exception. 
Poland (18.994c a zloty).......... | 18.95 18.99 18.95 18.99 * * * 
Spain (Burgos peseta)T............. 10.00 8.75 10.00 8.75 While fear of war growing out of Germany's 
Spain (Barcelona peseta){f........... 5.75 6.00 5.05 6.00 forcible absorption of Austria is rightly ascribed 
Sweden (45.374c a krona).......... 25.5614 25.20 25.56% 25.20 as the main reason for the decline in foreign cur- 
Switzerland (par not definite)........ 22.9534 22.78 22.95%, 22.78 rencies vis a vis the American dollar, it is to be 
Yugoslavia (2.981¢ a dinar) cee secocce 2.3514 2.3312 2.351% 2.331% remembered that there have been other factors 
Shanghai dollars (unsettled) see eesves 29.25 29.86 29.25 29.86 also. Even should there be no war in the near fu- 
Hongkong dollars (unsettled) eer eceee 30.88 30.42 30.88 30.42 ture, the intensification of the British re-armament 
India (61.798c a rupee)............ 37.52 36.93 37.52 36.93 program, over and above its already fabulous pro- 
: Japan (84.39c a yen) baie s eib-e baw ee we 28.61 28.51 28.61 28.51 portions, has naturally tended to weaken the 
Sts. Settlements (96.139c a dollar)... .| 58.00 57.45 58.00 57.45 pound. This unproductive spending on arms un- 
Argentina (71.87¢ a paper peso) 4...) 25.90 30.14 25.90 30.14 doubtedly will have a depressing effect on the 
Argentina (71.87c a paper peso)**. . .| 33.10 32.58 33.10 32.58 pound for a number of years to come. Then, too 
Brazil (20.25¢ a paper milreis)**..... 5.95 6.14 5.95 6.14 from France came further evidence of political and 
Chile (20.599c a gold peso)t....... 5.19 5.19 5.19 5.19 economic impotency which had nothing to do 
| Colombia ($1.645 a gold peso)**....| 54.65 56.90 54.65 56.90 with Hitler's sensational coup. Finally, one must 
Colombia ($1.645 a gold peso) J. ...| 50.00 56.25 50.00 56.25 not ignore the developments in our own country 
Mexico peso (unsettled) t Sy ae ae ee 27.80 27.80 27.80 27.80 which indicate at least some drawing away on the 
Peru (47.409c a sol)f.............. 24.40 26.50 24.40 26.50 part of Washington from the unorthodox in fiscal 
Uruguay ($1.751 a gold peso) 4..... 46.00 56.50 46.00 56.50 policy. While there may be rallies from time to 
Uruguay ($1.751 a gold peso)**f....| 65.30 78.70 65.30 78.70 time against the dollar, it may be expected to re- 
| | Venezuela (32.67c a bolivar)x....... 30.75 25.75 30.75 25.75 main generally firm against the currencies of the 
| | Venezuela (32.67 a bolivar)**...... BU.6OVe ives SEG cece rest of the world. 
t—Nominal quotations. §—Free rate. **—Official rate. §—Travel Lira 4.75¢. x—Outside rate. 
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Security Statistics 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1937 Indexes 1938 Indexes 
No. of 
High Low Issues (1925 Close—100) High Low Mar. 5 Mar. 12 Mar. 19 
122.0 54.3 330 COMBINEDAVERAGE 65.9 52.2 58.8 54.8 52.21. 
253.3. 111.4 5 Agricultural Implements.. 130.9 108.9 123.9 1189 115.6 
72.6 34.0 6 Amusements..........- 41.4 29.9 35.9 32.1 29.9L 
146.6 52.1 16 Automobile Accessories. 79.6 52.1 59.8 56.5 52.2 
30.1 8.9 12 Automobiles..........-. 12.4 8.9 10.2 9.4 9.2 
178.0 173.4 9 Aviation (1927 CI.—100) 109.6 88.6 97.4 88.6x 89.5 
28.5 9.3 3 Baking (1926 Cl—100).. 12.7 9.8 10.9 10.9 10.3 
308.6. 135.4 3 Business Machines....... 159.6 135.0 148.0 137.5 135.0L 
247.7 132.6 9Chemicals.............. 157.7 198.5 143.2 135.8 128.5L 
88.3 32.9 18 Construction............ 39.3 31.7 36.1 33.3 31.7L 
361.0 193.4 5 Containers...........-.. 222.5 190.7 208.3 199.8 190.7L 
217.3 75.3 9 Copper & Brass......... 102.0 75.3 86.7 80.0 77.8 
43.0 24.5 2 Dairy Products.......... 28.0 24.5 26.2 25.0 24.5x 
42.7 15.2 9 Department Stores....... 18.7 14.5 17.2 15.5 14.5L 
108.8 45.2 9 Drugs & Toilet Articles... 55.0 45.2 49.1 41.9 45.2 
388.4 182.6 2 Finance Companies...... 219.4 182.6 205.4 190.5 183.1 
N.9 37.5 7 Food Brands...........- 44,5 37.3 41.5 38.7 37.3L 
Sa2 S354 °° 4Ffé0d Store. ....-...--. 30.2 24.4 26.7 25.1 24.4R 
122.3 46.4 4 Furniture & Floor Covering 57.4 44.2 51.7 46.8 44.2L 
1160.6 894.0 3 Gold Mining..........- 1204.8 1031.0 1184.6 1075.9 1031.0x 
58.6 25.8 6 Investment Trusts........ 30.6 23.3 26.3 24.0 23.3L 
317.8 167.2 4 Liquor (1932 Cl—100).. 1942 158.9 182.4 163.5 158.9L 
203.8 97.8 9 Machinery............- 114.5 95.0 102.5 98.2 95.0L 
104.3 53.8 2 Mail Order............ 63.3 53.8 59.9 57.4 55.8 
109.6 47.5 4 Meat Packing........... 55.3 41.1 45:6 42.6 41.41L 
334.1 138.6 15 Metals, non-Ferrous...... 177.9 138.6 155.9 147.3 144.0 
26.5 Wee Ro os aia Aino ae © 9.7 7.2 8.5 415 7.2L 
158.8 90.8 23 Petroleum.............. 104.3 90.0 97.7 92.9 90.0L 
114.9 50.5 18 Public Utilities.......... 60.0 45.5 50.4 46.8 45.5L 
31.7 13.3 4 Radio (1927 Cl—100)... 16.9 12.7 14.4 13.6 12.7L 
12.9 37.7 9 Railroad Equipment...... 48.3 36.1 42.7 38.5 36.1L 
mae 30.8 22 Rewems,.....5.55..... 18.6 12.7 16.6 14.4 12.7L 
Oe er a cs ons a. a ee A 
87.6 34.9 3Shipbuilding............ 62.6 46.8 50.7 47.8 46.8x 
165.6 69.6 13 Steel &lron............ 85.8 68.0 — 74.5 69.7 68.0L 
RY eee ee ne 25.7 21.6 24.0 22.6 21.8 
SUID 196G Se. 6 5 ones se cess 147.3 118.6 141.7 138.0 137.4 
85.3 43.2 3Telephone & Telegraph... 50.2 41.9 45.7 43.7 43.0 
71.8 35.3 MR as Scio 4 6s bee 42.9 33.5 37.8 36.6 33.5L 
29.2 10.7 4Tires & Rubber.......... 14.2 10.7 13.0 12.4 12.6 
99.4 68.3 4Tobacco............... 715.9 67.0 69.8 68.4 67.0L 
TD BOG. S tenttlos <u. 0:6 cies ss. 31.2 21.2 26.3 24.7 22.3 
346.8 157.7 4 Variety Stores.......... 189.1 157.7 1748 1666 160.2 
Pie. ae Sate 22 Unclassified (1937 Cl— 1292.0 98.7 112.4 104.1 98.7x 
SSDS Se ET aie Rare 
x—New LOW this year. L—New LOW since 1936. R—New LOW record since 1928. 
DAILY INDEX OF SECURITIES 
N. Y. N. Y. Times 
Times Dow-Jones Avgs. ——50 Stocks—— 
40 Bonds 30 Indus. 20Rails High Low Sales 
Monday, March 7..... 70.27 125.38 28.05 91.39 89.74 619,950 
Tuesday, March 8...... 69.87 125.33 27.55 89.83 87.63 737,590 
Wednesday, Mar.9.... 69.50 125.67 27.21 90.48 88.72 561,800 
Thursday, March 10.... 68.73 124.71 26.36 89.99 988.67 455,440 
Friday, March 11...... 68.17 122.44 25.66 88.22 86.64 769,950 
Saturday, March 12..... 68.11 122.58 25.85 87.59 86.60 299,850 
Monday, March 14.... 68.15 123.68 26.35 88.85 87.84 427,950 
Tuesday, March 15..... 68.36 127.24 26.58 91.01 88.89 760,220 
Wednesday, March 16.. 67.72 122.87 25.11 90.01 86.87 1,023,500 
Thursday, March 17.... 67.26 122.03 24.54 88.95 86.79 642,370 
Friday, March 18...... 66.62 118.41 93.71 86.71 89.98 1,577,760 
Saturday, March 19.... 66.81 120.43 23.68 85.62 84.62 442,070 
STOCK MARKET VOLUME 
Week Ended March 19 Week Ended March 12 Week Ended March 5 
4,873,870 3,444,580 2,678,875 
Total Transactions Same Date Same Date 
Year to March 19 1937 1936 
49,106,550 148,685,276 167,548,043 








COMMENTS 


The Combined Average of 330 most ac- 
tive common stocks, along with 28 of its 
43 component industrial groups, made new 
lows during the fortnight ended March 19. 
Of these 28 new lows, one group, the Chain 
Food Stores, touched the lowest level re- 
corded during the more than twelve year 
period covered by our Price Index. Con- 
tinued efforts to tax the chains out of busi- 
ness suffice to explain this weakness. 
Twenty-two groups sank to new lows for the 
present bear market; while five groups, 
though making new lows for the current year, 
failed to penetrate last year’s lows. 


* s + 


Yet in view of the avalanche of bad news 
the wonder is that prices gave way so 
grudgingly. That the Combined Average 
penetrated its former bear market low by 
only fractionally more than two points may 
be attributed to its already low level, to 
signs of beginning recovery in general in- 
dustrial activity, and to legal bans upon 
raiding. Had the market not been funda- 
mentally in strong technical condition it 
might very well have become demoralized 
under the double blow of crumbling prices 
for Rail stocks and bonds and the European 
war scare. 


A few groups—notably the so-called 
War and Inflation stocks, along with the 
Tire group—displayed great resistance to 
declines elsewhere. In fact Aviation and 
Tire shares actually advanced a little during 
the week ended March 19. Strength in 
Tires, though possibly helped a bit by ju- 
dicious sponsorship, had as its obvious ex- 
planation, a published estimate that re- 
placement demand this year may equal or 
exceed that of 1936, supplemented by the 
knowledge that drastic inventory write- 
downs. last year place the leading producers 
in a position to profit promptly this year by 
any change for the better. 


Gold Mining shares made a new low for 
the year (though not for the present bear 
market) under the suggestion that, war or 
no war, continued Government deficits for 
armaments and relief, both at home and 
abroad, are bound sooner or later to lift 
wages and material prices and hence the 
cost of mining. Higher taxes are also pos- 
sible. 


Of all the 43 groups, Sulphur has given 
by far the best account of itself marketwise 
this year, and even now stands nearer to 
the year's high than the yzar's low. Sulphur 
producers enjoy a virtual monopoly, and 
the product is in wide demand in times of 
war or peace 
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The Personal Service Department of THe MaGazine or Watt SrtreErT will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4, If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Worthington Pump & Machinery 
Corp. 

I am told that recent recapitalization of 
Worthington Pump should aid the common 
stockholder. Would you comment on this? 
Also, do you believe dividends are now a 
possibility?—-R. L., Wilmington, Del. 


Simplification of the capital struc- 
ture of Worthington Pump & Ma- 
chinery will undoubtedly be a 
worthwhile development to the 
common stockholder over the longer 
term. Of even more importance, 
however, is the large volume of 
business which the company has 
enjoyed and which it anticipates. 
On the new capital setup, earnings 
amounted to $3.67 per common share 
for the year ended December 31, 
1937, against only 40 cents a year 
earlier. At the close of 1937, unfilled 
orders were about $7,000,000 or suffi- 
cient to maintain operations at a 
good point through the greater part 
of the current year. However, the 
rate of new orders is sharply lower 
than that prevailing during the first 
half of 1937 and it is this which will 
tend to retard profits during the last 
half of 1938. We do not anticipate 
1938 results to approximate earnings 
of 1937. Due to the wide range of 
heavier and durable goods products 
manufactured by the company, 
however, it is in a particularly vul- 
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nerable position when any general 
business recession is apparent. This 
has led to an unimpressive earnings 
record over a long period of years. 
A net profit was shown in 1936 for 
the first time in five years. There- 
fore, the length of the present “‘re- 
cession” will have quite a bit to do 
with future profits of Worthington 
Pump. The present price seems to 
discount amply the uncertainties 
prevalent in the situation and we 
believe that commitments, on a 
speculative basis, may be retained 
for the longer term. 


Nationa! Supply Co. 


Perhaps you can explain why National 
Supply has been unable to give a better per- 
formance this year, when net earnings for 
1937 showed a substantial increase over earn- 
ings for 1936. I happen to hold the new 
common and I don’t know what to do— 
J. C. C., Birmingham, Ala. 


Two capital changes were made 
by National Supply last year. The 
common stock was split three-for- 
one in connection with the merger 


of Spang, Chalfant and a new pre- 
ferred stock was issued to holders 
of the $7 preferred, in clearing ac- 
cumulated dividends of some £35 
per share. These two factors may 
be given as reasons for the unim- 
pressive market performance of the 
stock during 1937. Currently, the 
company has 296,293 shares of 
514%4% convertible or 6% non-con- 
vertible prior preferred shares, 166,- 
353 $2 ten year preferred stock and 
approximately 1,155,967 shares of 
common outstanding. This some- 
what complex setup and the fact 
that conversion of the preferred 
stocks will increase the shares out- 
standing, have further accounted 
for the poor market showing of the 
common issue. Therefore. even 
though earnings rose from $1.80 
per share sustained during the year 
of 1936 to $4.90 per share in 1937, 
the common stock did not do much 
marketwise. However, due to the 
company’s leading position as a 
manufacturer of equipment and sup- 
plies, used in the drilling of oil wells 
and also as a maker of Diesel en- 
gines, the longer term outlook re- 
mains good. Naturally, the com- 
pany will feel the effects of the busi- 
ness decline during the coming term, 
but in our estimation, it will not be 
sufficient enough to retard earn- 
ings to any great degree. This is 
predicated upon the fact that we 
believe the uptrend in consumption 
of petroleum products will be sus- 
tained, resulting in the urge of oil 
producers to bolster holdings of 
proven underground reserves of 
crude oil. Earnings prospects are 
(Please turn to page 798) 





When Quick Service Is Required, Send Us a Telegram 
Prepaid and Instruct Us to Answer Collect. 



































































COMMODITIES 


Folder ‘“M” 
ments, commission charges and 
units furnished on request. 
Cash or Margin Accounts 

in Full or Odd Lots 


Inquiries Invited 


J. A. Acosta & Go. 


Members New York Stock Exchange 
N.Y. Curb Exchange (Assoc.) 
New York Cotton Exchange 
pow York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
Chicago Board of Trade 
Commodity Exchange, Inc. 

New York Cocoa Exchange 


60 Beaver St. 
BOwling Green 9-2380 


explaining margin require- 
trading 


New York 


STOCKS—BONDS 





— York Stock Exchange 





























we anne ae 


Complete Investment 


and 


Brokerage Service 


Leaflet explaining Margin re- 
quirements sent on request. 


-MCCLAVE & Co. 


MEMBERS 
New York Stock Exchange 
New York Cotton Exchange 
New York Curb Exchange (Assoc.) 
Chicago Board of rade 
67 Broad Street, New York 
Telephone WHitehall 4-8500 


BRANCH OFFICE 
254 Park Ave. at 46th St., N. Y. 




















Saar 


39 Broadway 





Odd Lots—100 Share Lots 


Safety is only one of the many 
features obtained by Odd Lot 
investors. 

Write today for copy of our book- 
let fully explaining the many ad- 
vantages of Odd Lot Trading. 


Ask for M.W. 802 


John Muir&G 


Established 1898 
Members New York Stock Exchange 
New York 














Wands were used by the an- 
vost yeu apeet-lep Mi toBssl-0.<-¥ co} ce) el-vagr4 
reappear. Today, modern 


business men use insurance 
iol ob core ttlor-Masl-M-s-besl-Ba- 100 t ce 


SINCE 1854 z 


THE PHOENIX 
INSURANCE COMPANY 


OF BARTFORD, CONNECTICUT 
(Ort) ert. te) $6,000,000,00 


Surplus to Po Yolicyhe riders, $44,807,872.44 
































Rails 
1936 1937 1938 Last 
a ale 
A High Low High Low High Low 3/16/38 
RRs ey rte ee 8814 59 94, 32% 42 3012 31 
yr reny a! ee 49 2154 5514 18 2734 20 20 
B 
ee ytd 15% 40% 8, 10% 6 oh 
Bangor & Aroostook.................. 491 39 45 30 34 30 30% 
Cc 
Canadian Pacific. . . 10% 17% 6% 81 5% 6 
Ch ~~ 59 P y 40 ‘ ante 37% 40 
cl 51 68%, 31 38} 311% 311% 
Cc cs 4 18%, 3 53% 3 3% 
C. M, & St. Paul & Pacific............. 11 3% ie 1 Ye % 
CM. & St Paul a Pacific ___Spoaaiaate she the TM 1h 1% th th 
Chicago & North Western............. 4 2% 63 (4 1% 1 
Chicago, Rock Is. & Pacific at GU ee 1% 3% Vy 1% he % 
D 
Del | GREE ES Se an 545% 3634 83, 13 17% 1214 % 12% 
Delaware, ye SO ee 231% 14% 4 5 sie 6 6% 
E 
eS ee 18% 11 23% 4% 6% # 3 3 
Great Northern Pfd................... 46% 32% 56%, 2014 26% 18 8 
I 
ee EP eee 291% 85, 38 8 38 29 301% 
K 
Kansas City Southern................- 26 13 29 5 9%, 6%, 1 
SM fae cic .s wigs 516 o-w sae sis 22 Bir 2454 4% 6% 4 4%, 
Louisville & Nashville et EPR RS 10234 5714 99 4814 561, 43% 433%, 
M 
Mo., Kansas & Texas................. 5% 9% 2 3% 24g 2% 
Mo., Kansas & Texas Pfd., A ; 1414 34% si "iY 7 7% 
Missouri Pacific 2% 64 hm % 1 1% 
New York Central.................... 4972 273%, 55% 151% 19% 14 143% 
N. Y., Chic. & St. Louis 531% 17%, 72 14 22) 1214 121% 
I) AR eee 61 3 9%, 2 2 2 
Norfolk & Western................... 310% ° 272 180 198 165 165 
Northern Pacific..................... 36% 23% 36% 9% 13% 9% 9% 
oS SREY ee ee eee 45 28% 501, 20 24% 18%, 1854 
R 
DEI. oo docakeastwasdactsscevddbs 50%, 3514 47 1814 22 171% 17'/g 
ee, 3% 11 4%, 1 1% 1 1 
RigabAONEINE.....c5..-...0006060 47% 23% S65 17 oni 135% 14% 
Souther Railway................---- 2%ie 12%, 43% 9 134 9 914 
T 
DOMAINE. 6 Sab o056005 40050005 49 28 5414 155 24% 17 17 
U 
NE i Sada dwussnaas.cuanes 149%, 108% 148%, 80 88, 681% 70 
Ww 
Western Maryland................... 121% Sif 11%, 25 1% 3% 3% 
MN MIIE «ic cnieiarecins Suro cieeh cou 1 14 45, 1 1% 1 1% 
es e 
Industrials and Miscellaneous 
1936 1937 1938 Last 
- A Sale 
A High Low High Low High Low 3/16/38 
SS ee ee 8614, 58 801, 441 58%, 45% 541/ 
Alaska Juneau . 13 153%, 8 133% y; 104 
Allegheny Steel. 26% 45% 13 2134 151% 15% 
— i & ‘Dye ee ee: 245 7 258) 145 176) 154% 161 
Se cg as x hs 4 00 5-0 201 6% 21% 6% 6% 6) 6%, 
Allis Te ment DER oie aidcwe ah bes 81 35% 83} 34 51% 38 46%, 
Ei 5 nisin ks 0.0 6.9.0045 8: 1251, 75 1147 Ht 72% 57 6512 
Amer. Agric. Chemical (Del.)......... 89 49 101 53) 66 55 62 
Amer. ES, cai oo n.¢ atein 554 36 41 10 15% 11 13) 
Amer. Brake Shoe & Fdy............. 70%, 40 le 28 421% 30 33% 
eee he ncc ve ceass cnet 1371 110 121 69 911 70% 86% 
cece sssweis 60) 30 71 151% 271 1914 20%, 
Amer. & Foreign Power. . 9 6% 133% 2 4 3 3 i, 
Amer. Power & Light... 14 ih 7} 161% 3 7 4% 
Amer, Radiator &S.S................ 27% 18 291% 9% 141% 11% 12 
eee. 37 «23% 4544151 «2% 17 i, 18% 
Amer. Smelting & Refining............ 103 5634 105 41 56%, 44) 
Amer. Steel Foundries................ 64 20 73% 221% 34%, = a 245 
Amer. Sugar nas ers oi rons 63% 48, 56% 24 31 27%, 
Amer. Tela DONS Gosh wieisco.a-9 b 64 190% 1491 187 40 149%, 127% 130 
EN SSG ii cis ss.bs.0 00 we we 104 88} 99% 583, 724%, 63} 6658 
pvr Water My ony EMME cps ecawse 273 191 2914 8 13} - A 814 
SS OS OO ae 7034 52%, 9 251%, 35%, 2 
Anaconda Copper Mining............ 55 28 691 241 3654 37 A 30% 
oes | 7 4%; 13%, 4y 6% 5 
Pitontc Relining... «.. 2. 0.ccccccess 351 26: % 37 18 24 21 
Assen Com. Od... - i i Re a 
Baldwin Loco. Works................ rae 23 5 10%, 4 8% 
CES SU CERN SC 60S Hee oes ces 381 21 43 1014, 9 14 16 
ES S25 2555 cy sip ekedx en oe 28% 1414 35% 10 16% 13 14 
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pe 1936 1937 
iv'd A A 
" girer B High Low High Low 
mg bendix Aviation Pea dks vane sane ee’ 32% 215% 301 8, 
OMIM IGO. 05. 5 55 cess occcacsccccs 48 sa, 29 
$1.50 Bethlehem MNCS. aie elca kote 17%, 453%, 195% 41 
TS a ice 00's 6 4 ¥ad'eb 000 « 34 28%, 38 1314 
I 0 ow 5 0's undo a. 'sie.e 9% z i =" + 
see MMR oo oe as denecascc3 
2.50 AER oie a ae a 50%, 223%, 
. SN ess sc dscns ce 18 12% 2314 7 
on os 43 YA 59% 18 
sees Brooklyn-Manhattan Transit. . . 40%, 53 7 
3.00 Bucyrus Erie 8%; 5% Hy, 
+1.50 op ah ot 
aah ee COs PD. 5 ccc ce scccsace 291 16% 3334 6 
Calemet Bh Peele... .. ccc ccccese 16% 6 20% 4a 
ceeds Dry Ginger Ale.............. 30%, 10% 3814 9% 
RE a cole Reka o's Rid bine oS 92) 196%, 80 
Ceotier ae ee 91 543 100 40 
ES ee eee ee 32%, 2134 41% 13 
Sere ey Pasco ee 4 47%, 86 % 34% 
gk A aoe ee 138%, 85% 135 i, 46 
Climax | Molybdenum ieee ass eee KK Beet, te 41 245 
i. Oo a Se eee 4 84 1701 93 
Columbian Carbon... 2.2.2 136% 94 Ht 65 
Colum, Ges & Elec... 23% 14 2% 45 
$2.00 Commercial Credit................... 84%, 44 691%, 30 
NUN IE os os cs coe ccsaceccc 915% 55 8014 34 
Commercial Solvents TS eee eee 245 14% 21% 5 
een 54 YA aH 1 
oe | he a eee 4% «27, 498 
a aR 17%, 11% 179 7 
Es SS ee nna 26% 153, 3734 10%, 
Continental Baking, A................ 353, 10%, 37% | 
Continental Can................... . 87%, 63%, 69% 371 
>a a arr 44), 28% 49 24 
12.50 Corn Products Refining................ oa 63 14 71% 5014 
RAAT eR 5556: ola 6 10:8 «ctw aw.s-0.6-8 y 24 56) 22) 
SPR RNR ONES 5 6 cin oc eceronsn ve 91) 435%, 100 28% 
ee ale giittttesceteeeeecees 91, 4 83, 2 
seetived,- ah SO ee 21 01 233 8} 
Cutler-Hammer...................... ae ° ‘ : 14 27 » 1 
OS ee 7 27 194 
ee. Distillers a re ea 345 18% 29 10 
ae: ooo 55 a's oss a vo. !4's sow 611 poh, 551%, 35 
*10.00 Douglas Abenh Se eee ee 821, 50%, 17%, 26) 
 e du Pont de Nemours................. 843%, 133 1801/2 98 
E 
1.95 eer 185 156 198 1 
. Electric Auto Lite................... 47' 30%, 8451 14% 
Elec. Power & Light.................. 25% 6% 26% 61% 
2.00 F 
Fairbanks, Morse.................... 71% 34%, 1% 231% 
Firestone Tire & Rubber............... 361% 24 a1 161, 
First National Stores.................. 58% 52%, 26% 
tid eee 453 24 541 11% 
Freeport Sulphur..................... 35% 23 14 321%, 8 
G 
General Amer. Transpt............... 76 421, 861, 31% 
RSOOON MINIM. 05.5 oc oc ccc cc cesccscs 20 1034 191 5 
|. ERE orn 55 34 64 34 
3.00 ee ee 33 44%, 28% 
NIN Soo doiss ciaiv ee cece’ 58 65% 48 
General Motors................ : 53% 70} 285 
General Railway _-- 3214 65 17 
Gen. Realty & Utility. . 2 5%, 1 
eneral Refractories......... ; 3314 70% 18 
aaa _ 391 511 191 
Goodrich cos | 2 oe i 135, 50/4 12%, 
Goodyear Tire & Rubber............. 31% 21 Se 47 16, 
H 
Div'd oo kul, eee 21% +12% 15% 55/2 
$ Per IOUOUIES OWOOT 5 osc iiccccic cs ceceeess en ie 50 
Share 2 Se eee un 6% 17% 4%, 
*1.00 Hudson Motor Car................... 225 131% 23 UV, 4 
* .60 ' 
Reet é MUMMINDAUGR. os. 56sec sccsccwecsss 41% 255 47| 15 
6.00 lesptration NN does xx Gin 004" 24 Ye Sif 33 Hy 6% 
ee. erborough Rapid Transit............. 18% 10%, 13 i, 12 
t .37% me Business Machines.............. 194 1 89 12714 
2.00 | rr ee 56% 20 5314 
41.25 25 1 See ener 43% 73% 37 
t .50 Inter. Tel, & Tel 11% 15 Ye 4 
T 88 g 
4.00 Johns-Manville..................0005 152 88 155 6544 
= K 
ae Kennecott Copper.................4- 63% 28%, 69% 28% 
-60 L 
ay ese g ie casei g ig sehialsisien.a wie 2634 15% 24 101 
$1.25 RNID > cicada ¥.vo,s:0etieew ce’ ee sia 43% 22%, 
t .25 Libbey-Owens-Ford................. 8014 474 79 335 
2.00 Liggett & Myers Tob., a Gaiae Sore 116) 973%, 114 83/5 
9.00 . . >) Serer 671 43 877; 437 
5.00 Lone Star Cement. . 61 14 2% 7514 314 
rere. ROS Se Rae opera ne 26) 211% 28% 15 
t .25 Mack Truck spteseerstssesesesseess rp 273 62% 17% 
acy (R. iat : 4, 58% 
1.00 Marshall Fie ( 98% «11% Hyp %, 
a ere ee Pa 29%, 10 
Masonite Coip...... . 64) ae 74 20 
ie Mathieson Alkali 42 4, 41% 22 
1.00 MelIntyre Porcupine................-- 49 38% 42% 30% 
1.00 McKeesport Tin Plate................ epitle poe 42% 18 13 
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14% 10% 
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65 50 
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35h 25%; 
19 17% 
28) 21 ff 
10 Ty 
261% 19% 
13 8% 
9% 7 
6 4} 
11 8 
1014 $# 
19% 131 
971% #%x*'79 
4 3914 
18 14 
“sh 351 
63 
41 331 
"tte 
7 it, 
o% “sh 
38%, 3114 
445, 36 
10 4 
2 1 
25% 201% 
101 81 
16 123 
16/4 10% 
4534 381/, 
34% 273 
651 583 
29% 19 
39% 3012 
51, 4 
18 13% 
241, 15% 
251%, 181%, 
16 12%, 
6034 51 
46%, 35 
123% 106 
167 1491 
211 134, 
13 8, 
33% 4. 
25 18% 
— 8 
201 14 
28 2214 
45% eg 
45) Le 
395 20h 
57 Y, 50 4 
3814 3997 
264% 18 
an 
28 19 
27%, 18 % 
1914 13% 
24 17% 
1% 6 
7 125 
8h 6% 
0 6% 
22 16 
153 9% 
6% 3% 
154%, 140 
70 551/, 
52%, 43% 
84 5% 
86 66% 
43% 325 
127 10 
28 223; 
42 3114 
1021 89 
52 44, 
39%, 315% 
18 1514 
ah 8 
3 
% 7 
211 15 
374%, 29 
27 223, 
45 371% 
26 1712 
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STOCK PRICES 


at Turning Point? 


Does action of Stock Market 
indicate end of recession and 
imminence of new advance? 


HREE reports just released by 

UNITED Service will help 
you to answer this vital question 
and to profit from outstanding 
opportunities. 


Outlook for Stocks 


An appraisal of Spring prospects, 
with 5 stocks salad for near 
term profits. 


European Crisis 
What effect on our markets — 
will it further stimulate demand 
for war materials? 


12 Stocks to Buy 
Exclusive summary of buying 
advices of leading authorities. 
A limited number of these valu- 
able reports is available NOW. 


Send for Bulletin W5-18 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. ~ r Boston, Mass. 


POINTS ON TRADING 

and other valuable information for investors 
and traders in our helpful booklet. Copy 
free on request. Ask for Booklet MC6 
Accounts carried on conservative margin. 


(iisHoum & (HAPMAN 


Established 1907 
Members New York Stock Exchange 
52 Broadway New York 





























A Business Bond 


You have a tangible bond with the com- 
panies whose stock you own. Buy their 
products—it keeps them busier. Many 
of them advertise in The Magazine of 
Wall Street. 











The citizens of Sparta were 
known. for their fortitude. 
But, today, fortitude alone 
won't keep you out of the 
“red.” Insurance may. 


Bie SE! 


SINCE 1850 3 
Connecticut 


FIRE INSURANCE CO. 
OF HARTFORD, CONNECTICUT 
forts wm @r ye tc le - - : $2,000,000.00 
Surplus to Policyholders, $15,190,811.89 
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Now Ready! 


Second 


Big 





Printing! 


A glance at the outline below will show 
you why the first printing of this new 
book was quickly exhausted. 


A second big printing has now been re- 
ceived. You can purchase this book 
alone, or receive it free with 3 year’s 
subscription to The Magazine of Wall 
Street. 


TIMING 


When to Buy and Sell 
in Today’s Markets 


By John Durand 
Stock Market Technician 


Price $3 Postpaid 
160 pages, 5 x 71%, flexible cover 


Here, for the first time, is a comprehensive 
book of instruction which not only sets 
forth principles, but shows you how they 
work in typical situations. It takes up . . . 
CHARTS: THEIR USE, ADVANTAGES 
AND LIMITATIONS . . . illustrating the 
kinds of charts ... bow to read them... 
how to detect trends and turning points. 
WHEN TO BUY AND WHEN TO SELL 
how to gauge investment sentiment . sae 
how to read the tape . . . timing the effect 
of news . . . danger signals . . . limiting 
losses. 

THE MECHANICS OF THE STOCK 
MARKET . .. the various kinds of orders, 
and when to use them . . . computing 
margins . . . short selling . . . executing 
puts and calls . .. trading over the 
counter. 

HOW TO SELECT INDUSTRIES AND 
INDIVIDUAL ISSUES FOR  INVEST- 
MENT . . . the characteristics of various 
groups ... seasonal possibilities .. . how to 
analyze financial statements . . . shaping 
your investment portfolio. 

CASE HISTORIES apply the principles 
and methods Mr. Durand recommends . . 
set forth typical problems . . . and step 
by step lead up to logical conclusions. 


Mail This Order Today 





The Magazine of Wall Street 

90 Broad Street, New York, N. Y. 

OI enclose $3. Send me “TIMING: When to 
Buy and Sell in Today’s Markets”, postpaid, 
upen publication. 

DI enclose $7.50. Enter my subscription to The 
Magazine of Wall Street for one year, and 
send me this book free. I understand this en- 
titles me. to all privileges included with a 
year’s subscription. 


Name 
Address 


COP e eee eee eee eeeeeeeresseee 


CORPO OHO e ee eee eeseseres 
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Price Range of Active Stocks 
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1936 1937 1938 
M High Low High Low High Low 
McKesson & Robbins................ 14%, 8 16%, 53% 8%, 6% 
Mesta Machine................ . 65 as 72, 33% 431% 35 
Minn. Honeywell. ... . 65 0 53 67 46% 
Minn. Moline Power . 6% 16% 4%, Th 5% 
Monsanto Chemical.................. 79 1071 71 91% 77) 
Mont. Ward & Co..................0% 35% 69 30 37} 29% 
MID eS b os ons sc sass 0 2034 3 773 5 
ae 24%, 5 121 8% 
28%, 33% 17 20% 17% 
211% 38% 13 18%, 14/4 
21 2614 12 15% 131% 
255 35 17 23 19% 
26 18 29%, 19% 
9 14%, 5 8% 6% 
57% 99% 55 62%, 50 
321% 98) 29 39 29 
g 41%, 1014 19% 12% 
231 347%, 1414 22 16 14 
6 17 tA 104 1% 
121% 6) 12 8h 
[a 4 if 6612 48, 
P 
Pacific Gas & Electric................. 41 303% 38 22 281, 25% 
Packard Motor Car............ 1.22... 13% h 12 5% 4 
Paramount Pictures....... 5 7% 283, 8) 12% 814 
Penney (J. C.)......... 69 103%, 57% 73) 62 
Phelps Dodge......... 255 59% 18) 31 22 
Phillips Petroleum.................... 38) 64 30% a 34) 
Proctcr & Gamble................... 40%, 65) 43% 50% 45% 
Public Service of N. J................ 39 52%, 20 td 291% 
MS SOLON aig oa 4a aod sss se te.ce 36% 72% 25) 36 28%, 
ee ts 16. 24% 8% 13% 10% 
R 
Radio Corp. of America.............. 144%, 9%, 12%, 4, 1% 5% 
Radio-Keith-Orpheum................ 10% 101, 2% s 3} 
SS aaa 5 171 295 8% 15% 12 
ee aaa 16% 41% 12% 2034 15 
Reynolds (R. J.) Tob. Cl. B 50 58 40%, Vo 37% 
s 
ae 27 18 23% 17 
Schenley Distillers ae 37% 51%, 22 27) 20 
y ES See 1 595% 985 49% 65 53% 
Shattuck (F. G.).............. ‘. I, 111 17 $f +4 6% 
nts.................... 4 14% 3444 4% 18% 12% 
Socony-Vacuum Corp................ 444 121 23% 13 16 13% 
No oo 5 45% wns o's re 24) 15 23% 10 21 16% 
Spiegel, Inc. ree: ve 28%, 8 11 8} 
Standard 143% 16% 7 9% 1% 
ndard 51% 143% 2 5} 3% 
Standard 35 50 7 33% 28 
St 32%, 50 26% 35% 30 
Standard 511% 76 42 54% 44) 
Stewart- 161 21 514 11 ; 8 
Stone & Webster 14 335% 6% 113% 7} 
Studebaker 91% 20 3 71 4% 
un Oil 70 77% 4414 57% 48% 
SSA ae 55% 28% 651% 34%, 44%, 37% 
Texas Gulf Sulphur................... 443, 33 44 23% 34 27 
Texas Pacific Coal & Oil.............. 15% 7% 165, 5% 10% TY, 
Tide Water Assoc. Oil............... 21%, 14%, 21% 13% H+) 13 
Timken Detroit Axle............ 2. 21h 1%% 2% 8% 13% 10% 
Timken Roller Bearing................ 74) 56 79 36 4814 38 
Twentieth Century-Fox................ 38% 22% 40% 18% 24 19% 
U 
Underwood-Elliott-Fisher.............. et 747% 10014 46%, 595 472 
Union Carbide & Carbon.............. 105% 71% 111 61% 80 67%, 
Union Oil of Cal. .... 281 20%, 28%, 17) 21%, 18% 
United Aircraft... .. 32 20% 351% 1034 273 20%, 
United Carbon... 964 6.9 36%, 49% 39 
EE oss ooo oss oo Ss ois 6 ws 9% 534 81h 2 3%, 234 
| ESRC eai arene 87 6614 86%, 52 65% 56%, 
EID OS Conn Ska wiciciy sak snk 191 14, 17 9 113% 9%, 
rN eo sci sigx:a.oies 6% 12514 ae 137 53 72 57 
U. S. Industrial Alcohol.............. 59 31% 43% 161, 23%, 17 
Ih 4 "3 > Garon 63% 211 7214 24 32 26 
gale laa 49% 164% 72% 20 35% 29% 
U. S. Smelting, Ref. & Mining... 103% 72 % 105. 52% «71 571 
PII 506 oo ob ooo cx bc vsi0s eds 719% 46 12614 44 62/4 4946 
PME oes ocw-os0-ecnekn'ec 154%, 115% 150 100%, 11414 1031% 
a Yee ee 7 3% 4% % 1% %, 
v 
Oy IE De eet eae een ree 3054 16% 39% 9% 20% 15 
Ww 
Ee 123 5% 183, 3% 8% 6% 
Warner Brothers Pictures.............. 18 9% 8 4%, 7% 5 
Western Union Tel................... 96% 724 83} 221 28%, 21% 
Westinghouse Air Brake.............. 50% 3454 573%, 173%, 27) 20%, 
Westinghouse Elec. & Mfg............ 1531 94 167 87 M4 109% 87% 
Wilson & Co 6% «12 f 4 5% ath 
UND nines sncubiodewsve sees 71 443, 65 34 43%, 36 
orthington Pump & Mach 231% 47 12 20 143% 
of 
Yellow Tr. & Coach, B................ 23% 8%, 37 7) 15% 8% 
Youngstown Sh. & Tube............... 87, 41% 101% 34 43%, 3154 
Zz 
UND. sic rhocs sss Sane secon 42354 1114 43%, 11% 171% 12 


*—Not including extras. 


{Paid last year. 


t—Paid this year. 
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Business in the Second 
Quarter 





emer ts 


(Continued from page 755) 


than seasonal proportions for the 
reason that forthcoming radical 
changes in the 1939 cars—to be in- 
troduced in November—are now a 
matter of common knowledge and 
this will certainly deter retail buying 
during the late summer, if it does 
not do so sooner. 

The cyclical changes in the sales 
curve of virtually all consumers’ 
durable goods—refrigerators, radios, 
oil burners, washers, furniture, etc. 
—very closely paraliel that of auto- 
mobiles, and for the same _ basic 
reason. These are non-necessity 
products for which effective demand 
is postponable. It is to be doubted 
that industries in this field will ex- 
perience any important recovery 
until there is a change for the better 
in the trend of consumer purchasing 
power and a reversal of the present 
cautious spending psychology. In 
some of these lines, especially re- 
frigerators, seasonal trend of sales is 
upward in the second quarter. 

The seasonal trend of construc- 





.tion is also upward in the second 


quarter. Whether anything more 
than seasonal improvement—on a 
very low base—will be shown is now 
subject to much debate. As con- 
cerns residential building, hope rests 
largely upon such stimulating effects 
as the recently relaxed terms of 
FHA mortgage credit may have. 
Applications for FHA loans re- 
cently reached a record high, top- 
ping the best 1937 week by a 
moderate percentage, according to 
Washington reports. While latest 
figures on actual contract awards 
are unfavorable, the paradox is more 
apparent than real. There is always 
a considerable lag between the nego- 
tiation of a mortgage and the letting 
of a building contract. This is espe- 
cially true of large scale building 
operations, such as can now qualify 
for FHA insured credit under the 
raised limits in the new law. It 
seems probable that present FH A 
lending activity forecasts some im- 
provement — possibly a substantial 
improvement — in residential build- 
ing during the second half of the 
year. Because of the lag in letting 
contracts, it is doubtful that present 
optimistic F H A data has much sig- 
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SHE SAYS 


AND 


THE alert, courteous voice of the telephone operator is 
known to all who use the telephone. 

To the little old lady in the shawl, the man in the big house 
on the hill, or a tiny tot of six, the words are the same, 
“Number, please” and “Thank you.” 


The Bell System appreciates your patronage and tries to 
deserve it. In everything that concerns telephone service, we 
hope you can say: “They re nice people to do business with.” 


BELL TELEPHONE 


Be 


nificance with relation to the second 
quarter outlook. For that matter it 
remains to be seen whether recent 
I'HA activity represents a_ real 
trend or whether it has reflected a 
concentration of loan applications 
that were deferred during the time 
while the new law was in prospect. 
It is unlikely that other types of 
construction will show more than 
seasonal second quarter gain, al- 
though publie works will apparently 
remain at a relatively favorable level. 
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Out of the sum total of immediate 
needs, a slight lift in aggregate ac- 
tivity in capital goods is possible in 
the second quarter. Perhaps we 
should be thankful for any crumbs, 
since we are on a starvation diet— 
but it will still be a starvation diet 
for capital goods during the next 
three months, whether or not the 
rauion is increased from half a slice 
of bread to three-quarters of a slice. 
Machine tools will make a relatively 
good showing, helped by continuing 
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large export demand incident to 
armaments and by the extensive re- 
tooling program of the motor indus- 
try. On the other hand, demand for 
railroad and electrical equipment 
and for heavy industrial machinery 
does not point to significant nearby 
improvement. 

There is a better sentiment in 
steel, inventories here and there evi- 
dently having been sufficiently re- 
duced to produce a modest increase 
in miscellaneous demand. Operating 
rate has been lifted 7% to 32.1% of 
capacity during the latest week, but 
the latter figure is only a trifle above 
the February average. Normal sea- 
sonal trend in steel is a March peak, 
with operations leveling off in the 
second quarter. Seasonal first quar- 
ter rise having been deferred, any 
gain over the next three months will 
disproportionately lift steel indexes 
adjusted to expectation of seasonal 
decline in this period. The Federal 
Reserve Board’s index calculates 
normal seasonal rise in the steel 
operating rate as about 30% be- 
tween December and March. If we 
can assume that this seasonal rise 
will be belatedly experienced in the 
second quarter, operating rate 
should move up to around 40%. 

So far as the major business cycle 
is concerned, it is sounder to base 
judgment upon the financial factors 
than upon current variations in in- 
dustry. Any major expansion cycle 
has to be financed by somebody. 
The Government financed the last 
one—getting less recovery for its 
money, dollar for dollar, than pri- 
vate investment used to produce in 
the years before business men and 
investors came to fear their Govern- 
ment and before tax laws were 
framed to put a stifling penalty 
upon both venture capital and cor- 
porate thrift. The Government at 
present does not seem inclined to 
buy another recovery. Who, then, 
will buy it? 

Have business men any reason to 
expand inventory investment signifi- 
cantly? Apparently not. Have banks 
either reason or opportunity to ex- 
pand total outstanding credit sig- 
nificantly? Apparently not. Is there 
reason or opportunity for any sig- 
nificant nearby increase in new capi- 
tal financing by corporations? Ap- 
parently not. 

Such a stalemate will, of course, 
not be tolerated indefinitely by the 
American voters. Inevitably they 
will insist either that the Govern- 
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ment produce a recovery as best it 
can or that it so alter its policies as 
to permit private capital to do the 
job. The brightest spot in the pic- 
ture is the fact that sentiment in 
Congress seems to be leaning in- 
creasingly toward the latter alterna- 
tive, unquestionably reflecting some 
shift in the winds of public opinion. 
How much of a shift it is, and how 
significant, we cannot now know. 
For the first time in years you 
don’t hear business men clamoring 
for Congress to quit and go home. 
Why? Because of a tacit recognition 
that Congress is the most promising 
ally that our capitalist system can 
expect to have at Washington. Busi- 
ness men and investors increasingly 
like this Congress and increasingly 
hope that the next one will be a still 
stronger ally. They are not, how- 
ever, willing to bet heavily on that 
hope as yet—but between now and 
November you can pretty accurately 
measure the prospect for a real re- 
covery in terms of the rise or fall of 
precisely this hope. There are some 
primaries only a few weeks ahead. 
It is possible that the results may 
give the business and financial world 
more to be thankful for than what 
happens over the near term to the 
steel business or automobile sales or 
construction or retail trade. 





Twentieth Century-Fox Film 
Corp. 





(Continued from page 771) 


failure of a film is by no means de- 
termined by its cost. Some of the 
most successful films at the box 
office have cost less than $400,000 
to produce, while on the other hand 
the industry has learned through 
bitter experience that it is far better 
to spend $1,500,000 on a film which 
grosses $2,000,000 than $500,000 on 
one that doesn’t even gross its cost. 

Capable directors and producers 
are no? listed in film companies’ 
balance sheets but it is certain that 
they are a highly valuable asset. 
That Mr. Kent was well aware of 
this fact when he took charge of Fox 
Film is now quite apparent for it 
was his desire to strengthen the 
company’s producing division which 
ultimately led to the merger with 
Twentieth Century Pictures. Not 
calculated to create a super motion 


picture organization, but conceived 
along lines designed to bring definite 
advantages to both companies, the 
merger of Fox Film and Twentieth 
has since its inception functioned as 
an increasingly successful unit. 

To the merger, Fox contributed 
extensive physical facilities, a world- 
wide sales and distributing organi- 
zation and the popular “Movie-Tone 
News.” Twentieth Century Pictures 
contributed producing talent in the 
person of Darryl Zanuck. It was 
mainly as a corporate vehicle for 
producing the pictures of Darryl 
Zanuck that Twentieth Century was 
organized in 1933. Zanuck had al- 
ready exhibited outstanding ability 
with Warner Brothers and just what 
such ability meant may be seen 
from the fact that Twentieth Cen- 
tury, in two years of operations, had 
earned nearly $3,500,000. Zanuck 
supervises rather than directs his 
productions, but his supervision em- 
braces every phase of the production 
from the time the story is purchased 
to the time it is released. He also 
has a healthy respect for efficiency, 
insists upon adherence to a strict 
producing schedule and has intro- 
duced effective economies through- 
out the organization. 

Tangible evidence of the financial 


success of the merger is not lacking. ° 


Consolidated profits in 1935, before 
allowance for reorganization § ex- 
penses amounting to some $475,000, 
totaled $3,563,088 and was equal 
after dividends on 1,359,041 pre- 
ferred shares to $1.24 a share on 
1,226,530 shares of common stock. 
Early in the fall of 1936 an initial 
dividend of $1 was declared on the 
common stock and for the full 1936 
year net operating profits of $7,924,- 
126 were equal after foreign ex- 
change adjustments and _ preferred 
dividends to $3.55 a share on the 
common stock outstanding at the 
end of that year. 

Last year the rate of gain in the 
company’s earnings slowed up per- 
ceptibly and net available for the 
common stock was equivalent to 
about $4 a share. Theater attend- 
ance last year held up to a level 
well ahead of 1936 despite the gen- 
eral business recession, and only re- 
cently has attendance begun to show 
a drop. Out of 55 feature releases 
by Twentieth Century-Fox last year, 
40% of them grossed larger-than- 
normal receipts, while 27 of them 
grossed 75%, or better, of normal. 
The failure of the company’s earn- 
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ings, however, to more adequately 
reflect public acceptance of its prod- 
ucts was due principally to sub- 
stantially increased costs. Encour- 
aged by the business prospect earlier 
in 1937, production budgets were 
enlarged and later in the year the 
entire industry was compelled to 
meet the demand for higher wages 
to studio and other employees. 
Competitive bidding for the services 
of popular acting stars also ferced 
up costs. 

Drawing on past experience, the 
industry lost no time in retrenching 
and promptly last fall took steps to 
introduce economies in all divisions. 
The effectiveness of these economies, 
however, will not become apparent 
until later this year and may be even 
deferred somewhat longer in the 
case of Twentieth Century-Fox. 

It is the policy of the motion pic- 
ture industry to write off substan- 
tially the cost of productions from 
gross receipts in the first three 
months following their release. 
Amortization charges of numerous 
of the more costly productions, re- 
leased in the closing months of last 
year, must be absorbed by current 
revenues. Meanwhile theater re- 
ceipts are estimated to be 15% to 
30% below last year, with the sharp- 
est declines being experienced in the 
industrial areas. 

Twentieth Century-Fox spreads 
its film amortization charges over a 
fairly long period. Fifty per cent of 
the cost is written off in the first 
twelve weeks. Paramount, on the 
other hand, writes off 80% and 
Loew’s more than 75% in the same 
period. While this policy tends to 
cushion a decline in profits, it also 
has the effect of postponing the re- 
sults of more economical production. 
However, a point in favor of the 
company’s more extended amortiza- 
tion policy can probably be made 
on the basis of the importance of 
its foreign distribution. Foreign 
showings are estimated to account 
for over a third of the company’s 
total film rentals and it may require 
a year, perhaps two, before a film 
has exhausted its rental value. 

As a matter of fact, the impor- 
tance of foreign distribution to the 
entire motion picture industry is one 
of its most vulnerable spots. Amer- 
ican motion pictures are shown in 
practically every civilized country in 
the world but in most of these coun- 
tries attempts have been made, or 
are contemplated, which would re- 
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strict the importation of films. In 
a number of countries, notably 
Great Britain, Australia, Italy and 
Japan, concerted efforts are being 
made to develop the art of motion 
picture production within their own 
borders. The fact that these coun- 
tries lack beth the financial and 
artistic resources has _ prevented 
them from offering any serious com- 
petitive threat, but has in no way 
alleviated the more serious threat of 
quotas and other official restrictions. 
No less an authority than the U. S. 
Department of Commerce has 
warned the motion picture industry 
of the potential seriousness of these 


attempts to curb American-made 
motion pictures. Withal, however. 
our films are far and away the most 
popular with the foreign movie-goer. 

In considering the securities of 
Twentieth Century-Fox as possible 
investment vehicles, it is necessary, 
as always, to look ahead as far as is 
reasonably possible, attempting to 
give proper weight to all factors— 
both favorable and otherwise. It has 
been shown that the company has 
attained an unquestionably strong 
positicn in the industry; internally. 
it has been thoroughly and success- 
fully revamped; and on the basis of 
its showing thus far the management 
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ranks with the best in the industry. 

Against these must be weighed 
certain other considerations, less 
favorable in their implications. The 
threat to foreign activities is one, 
and should this attain serious pro- 


portions it would undoubtedly im- 


pair the company’s earning power to 


no small extent. Twentieth Century- 
Fox, while not necessarily a one-man 
company, is at the present time de- 
pending heavily on the continued 
success of Darryl Zanuck and one 
or two lesser producing executives. 


The company’s roster of stars if 


much less impressive than that of 
several rival organizations. Stars, of 
course, can be borrowed from other 
companies, but those available may 
not always be the biggest box office 
attractions. Twentieth Century-Fox 
has had the most valuable single 
asset in the industry in the person of 
Shirley Temple, the child star, rated 
the biggest drawing card by exhibi- 
tors both in the United States and 
Great Britain. But Shirley Temple 
is growing up and will pass through 
the gawky stage, when her talent 
and attractiveness may be greatly, 
if not permanently, impaired. Sonja 
Henie has been a big drawing card 
but her value thus far rests on a 
single production and the results of 
the second are still unknown. With- 
out an ice-skating background, 
which is bound to pall sooner or 
later, Miss Henie’s value is an un- 
known quantity. The company has 
other stars under contract and may 
well develop new ones to outstand- 
ing success. As matters stand now 
the limited number of acting stars 
is probably the company’s weakest 
point. 

Theater interests of the present 
company are limited to a joint in- 
terest with Loew’s in Gaumont- 
British, which owns and operates a 
chain of about 300 theaters in Eng- 
land, and a 42% interest in National 
Theaters Corp., owning a chain of 
about 350 theaters in the United 
States. With attendance dropping 
and little hope of increasing admis- 
sion prices, the company’s returns 
from these sources are likely to con- 
tribute little or nothing to current 
earnings. 

At last reports, the company had 
no funded debt other than subsidi- 
ary debt of less than $2,000,000. 
Ahead of the common stock are 
956,740 shares of $1.50 preferred 
stock, each share of which is con- 
vertible into 1144 shares of common. 


Potentially, the common, therefore, 
may be the sole capital liability. At 
the present time there are 1,729,352 
shares of common outstanding, on 
which total dividends last year, in- 
cluding a year-end payment of $1, 
amounted to $2.50 a share. The lat- 
est quarterly dividend this year was 
paid at the rate of 50 cents a share. 
With the benefit of a more balanced 
organization and rising earnings 
over the past several years financial 
position has been materially im- 
proved. 

Conceding that the company’s 
near-term outlook is for somewhat 
lower earnings, it is nevertheless 
difficult to envisage a decline so 
severe as to jeopardize preferred 
dividends. Recently quoted at 30, 
the preferred shares offer an income 
yield of 5%, plus the potentially 
valuable convertible privilege. For 
the investor more speculatively in- 
clined, the common stock around 
21-22 undoubtedly has merit. These 
levels compare with the 1937 high 
of 40% and the current low of 1914, 
and, aside from the market uncer- 
tainties as a whole, would appear to 
have declined adequately to discount 
the near-term prospect of lower 
earnings. 





Answers to Inquiries 
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further enhanced by the fact that 
current drillings are substantially 
deeper than those of earlier years. 
This naturally necessitates consider- 
ably larger takings of casing pipe and 
other supplies of which National 
Supply is a leading manufacturer. 
This, in addition to the expected 
good foreign demand, should en- 
able the company to maintain earn- 
ings on a satisfactory basis. 

The company has always main- 
tained a strong financial position, 
total current assets being compared 
to total current liabilities at the 
year-end at a ratio of about six to 
one. It is anticipated that bank 
loans of $1,700,000 which were out- 
standing at this date will be paid 
off during the near future. This 
should clear the way for the com- 
mon issue to participate in earnings 
in the form of dividends. Thus, 
while earnings for 1938 will un- 
doubtedly decline, the common 
stock should prove a_ profitable 


holding to the holder over the 
longer term. 





Commercial Solvents Corp. 


I have an investment in 200 shares of 
Commercial Solvents averaging 17%. It is 
my opinion that this stock combines liberal 
income with reasonable speculative attrac. 
tiveness, yet an acquaintance whose opinion 
I respect, does not entirely agree. Your ad- 
vice will be appreciated—J. N. J., &t. 
Louis, Mo. 


For the year ended December 31, 
1937, Commercial Solvents Corp. 
reported earnings on the common 
stock of 60 cents per share. This 
represents a slight decline from the 
85 cents per common share regis- 
tered during the previous year. This 
contraction in earnings may be at- 
tributed to the keen competitive 
situation prevalent in this industry 
and the rising costs which Commer- 
cial Solvents has had to contend 
with. However, of longer term sig- 
nificance is the recent decline in 
corn prices, a commodity which 
bulks large as a cost factor in the 
manufacture of alcohol. The com- 
pany, through a subsidiary, owns 
gathering and_ storing facilities in 
the principal sugar producing sec- 
tions of Puerto Rico, Cuba and the 
United States, thus assuring them- 
selves of an adequate supply of 
molasses, another important raw 
material. While the revenue de- 
rived from the sale of whiskey to 
distillers since prohibition has been 
of importance to the company, the 
major portion of profits is still de- 
rived from the solvent business. 
Earnings of the company follow gen- 
eral business trends, due to the 
large number of industries supplied 
by the company. Among the more 
important users of the company’s 
products are the paper, rubber, tex- 
tile, furniture and automobile 
trades. Therefore, the recent cur- 
tailing of production in the auto- 
motive industry, the falling off in 
construction activity and the gen- 
eral business recession affected last 
half-year earnings so that full year 
reports were not as large as prev!- 
ously expected. Furthermore, an- 
other unusually mild winter cur- 
tailed the sale of anti-freeze mix- 
tures, which naturally affected sea- 
sonal earnings of the company. 
The company is simply capitalized. 
having no funded debt and only 
2 636,878 shares of common no par 
stock outstanding. At the year end, 
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1. Security Advisory Service 





Five specialized programs, suited 
to your individual wishes and re- 
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quirements, as follows: 


Trading Advices ... Active com- 
mon stocks for short-term profit. 

Unusual Opportunities . Low- 
priced common stocks for short- 
term profit. 


Bargain Indicator Dividend 
common stocks for short-term 
profit. 

Investment Securities . . . Bonds, 


preferred and common stocks for 
income and longer term price ap- 
preciation. 


Speculative Securities . . . Bonds, 
preferred and common stocks for 
longer term appreciation. 


Telegrams are sent, if desired, on 
Trading Advices, Bargain Indi- 
cator and Unusual Opportunities. 
Consultation service on your securi- 
ties is open at all times. 


2. Business Service 





Concise review of current situation 
with latest factors and their effects. 


3. Commodity Service 





Digest of position and forecast of 
leading commodity trends. 


4. Washington Service 





Legislative developments as re- 


ported by our correspondents. 


As a Forecast subscriber, you re- 
ceive this comprehen- 
sive service. A copy 
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FORECAST COUNSEL 
in Coming Months 


iu YOUR equity in securities has been steadily diminishing, if you have 

failed to take advantage of the profit opportunities created by the volatile 
movements in leading issues, if you are worried about the current situation 
and the critical months ahead, we urge that you become a client of THE INvEsT- 
MENT AND Business Forecast of The Magazine of Wall Street. 


You will find our definite and continuous service worth many times its 
moderate cost, through aiding you in the protection and growth of your 
capital, and through relieving you of woiry and tension now caused by a “sit 
tight” policy. You will then be able to give your time to the conduct of your 
regular business affairs which undoubtedly require more attention under 


present conditions. 
Substantial Profits Ahead 


The coming months will bring substantial profits to the properly guided 
trader and investor. Many industries will benefit in the event of war in Europe. 
In this country, important developments are also pending . . . seasonal busi- 
ness expansion, modification of oppressive taxes, emergency railroad legisla- 
tion, enlargement of our armament program, inflationary steps of the 
Administration and others. As the above factors materialize, selected issues 
can readily stage advances of 10 to 25 points. 

Send us with your subscription a list of your present securities for our analysis 
and advice. We will counsel you in adjusting your position and have you 
gradually concentrate your commitments, at attractive levels, in issues repre- 
senting those industries that should shortly begin to forge ahead. You will 
be advised what and when to buy and when to sell. 


Free Service to May Ist 


Your profits on our first recommendations and our original survey of your 
: , : . 
holdings should considerably more than cover the cost of our service. Under 
the terms of our current special offer, however, your subscription will start at 


once but date as beginning from May Ist. 
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the financial status of the company 
was characteristically strong, total 
current assets being compared to 
total current liabilities at the ratio 
of approximately six to one. Of this, 
cash alone was a large item. This 
strong financial position in conjunc- 
tion with the outlook for reason- 
ably well sustained earnings, leads 
us to believe that satisfactory divi- 
dends will be paid by Commercial 
Solvents over the longer term. Fur- 
thermore, along with the yield af- 
forded, we believe that the stock 
presents interesting possibilities for 
price appreciation. 


Radio Corp. of America 


I am particularly interested in securing a 
realistic picture of Radio Corp. I am told 
that the position of its common is better 
today than ever before. On recent perform- 
ance, however, it would seem that I am 
holding a laggard. I purchased it at 6% 
three years ago—D. G., New York, N. Y. 


Radio Corp., in the report for 
the year ended December 31, 
1937, showed earnings on the com- 
mon stock exactly double those of 
the year previous. For 1937 the 
company reported earnings of 42 
cents per share on the common 
stock, against 21 cents per share in 
1936. However, due to the large 
stock of radios and tubes on hand 
throughout the entire industry and 
recurrence of price cutting, it is 
expected that the earnings for the 
first half of 1938 will be substan- 
tially below those registered during 
the initial half of 1937. Although 
this is a far cry from the earnings 
peak of $20,000,000 sustained in 
1928, it represents a gradual growth 
that has been in progress since the 
record deficit of 49 cents per share 
which was registered in 1932. Cer- 
tainly, it takes no great imaginative 
qualities to see the obvious poten- 
tialities apparent in companies situ- 
ated in this industry. Radio Corp. 
is the dominant factor in this field, 
and thus must be regarded as an 
enterprise with great potentialities 
over the longer term. Late in 1937 
the company declared a dividend of 
20 cents per share on its common 
stock. This was the first declared 
on the common issue since the 
company’s inception in 1919. While 
television may be still regarded as 
being in the development stage, 
definite steps, which indicate that 
it is a thing of the near future, have 
been taken. However, the majority 


of factors which make RCA an in- 
teresting speculation are of defi- 
nitely long range calibre. There- 
fore, where you realize the specula- 
tive risk attached to the shares, you 
can well retain them in your long 
term portfolio with the reasonable 
assurance that the course will prove 
profitable. 





Black & Decker Mfg. Co. 


I have 100 shares of Black & Decker pur- 
chased at 17% last year as a semi-specula- 
tion. I will be pleased to receive your views 
on the position of this company, and the 
extent to which it should share in any busi- 
ness improvement.—C. A. O., Pittsburgh, Pa. 


Earnings of Black & Decker dur- 
ing the fiscal year of 1938 have be- 
gun to reflect the lower profit mar- 
gins and higher Federal taxes which 
were expected to depress 1937 earn- 
ings. For the quarter ended De- 
cember 31, 1937, Black & Decker 
reported only 19 cents per share 
on their capital stock, against 49 
cents per share a year ago. For the 
year ended September 30, 1937, 
earnings were larger than previously 
expected and amounted to $2.82 
per common share, against $2.74 
per share a year earlier. Of course, 
it must be remembered that shares 
outstanding were increased during 
1937 fiscal year by approximately 
40,000. However, it is entirely too 
optimistic, in our opinion, to expect 
1938 earnings to duplicate those of 
last year. During 1937 the company 
paid $1.50 per share in the way of 
dividends. Only 25 cents per share 
has been paid so far in the fiscal 
year of 1938, the company having 
taken no action on the regular divi- 
dend which was supposed to have 
been paid some time in February. 
This was done, no doubt, due to 
lower earnings and the unfavorable 
outlook for future profits. Drastic 
curbing of production in the auto- 
motive industry, depressed activity 
in the building and construction 
trade, and a general recession in 
industrial activity clouds the out- 
look for the company’s future op- 
erations. Therefore, we may expect 
depressed earnings during the ini- 
tial half of 1938 at least. On the 
other hand, foreign business should 
bolster earnings over the entire 
year, and enable the company to 
maintain its regular $1 dividend 
rate. However, until a definite re- 
versal is made in general business, 
the outlook for Black & Decker is 


somewhat depressed. Over the 
longer term, however, where one is 
conscious of the risk involved, the 
shares may be held for the dividend 
and possible price enhancement. 


Wheeling Steel Corp. 


Last December I bought some Wheeling 
Steel at around 22, considering it a bargain 
in the light of its having sold up to 65 in 
1987. Now, I would like to have your opin- 
ion of its probable course this year—D. S., 
Spokane, Wash. 


Indications are that 1938 will be 
a rather poor year for Wheeling 
Steel Corp., particularly in com- 
parison with 1937. For the year 
ended December 31, 1937 (on the 
new capitalization at the year-end) 
earnings amounted to $4.03 per 
common share, against $3.81 per 
share a year earlier. Balance sheet 
position at this date was extremely 
strong, total current assets being 
compared to total current liabili- 
ties at the ratio of approximately 
four to one. However, demand for 
flat roll steels, the main product of 
the company, has declined substan- 
tially and it is indicated that only 
a fair revival will be experienced 
over the near-term. Furthermore, 
the company needs a high rate of 
capacity operations to assure them 
of profits. Therefore, it is likely 
that first quarter earnings of 1938 
will be substantially below those 
registered in the first three months 
of 1937. The company recently 
cleared up dividends on its 6% pre- 
ferred stock by exchanging that 
issue for a new $5 cumulative pre- 
ferred no par issue. Still it is be- 
lieved that the common issue is 
well removed from any participation 
in dividends over the coming term. 
The company has suffered from the 
curtailment in production of auto- 
mobiles and until that industry re- 
sumes normal production, opera- 
tions of Wheeling will be depressed. 
So far, the common stock has not 
done much marketwise, but we do 
believe that at present prices it has 
rather adequately discounted the 
adverse trend in the company’s 
earnings and the poor outlook. Any 
betterment in the general business 
picture and in steel operations par- 
ticularly, should see a betterment 
in price for the shares marketwise. 
However, at present, this looks like 
a longer term development and the 
shares of Wheeling, therefore, carry 
a speculative risk with them. Where 
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this is realized, retention on a price 
appreciation basis, may be advo- 
cated. 





Sutherland Paper Company 


Friends in the paper industry tell me they 
do not see any general improvement, so I am 
asking how you regard Sutherland Paper at 
this time. Do you recommend retention of 
shares bought at 37%? Can its dividend be 
maintained?—T. M., Hunting.on, N. Y. 


It must be remembered that 
Sutherland Paper Company is not 
as closely tied up with the paper in- 
dustry as its name would imply. 
The company is engaged in the man- 
ufacture and sale of specialty lines 
of paper products such as drinking 
cups, paper plates, and other paper 
table accessories. Thus, the com- 
pany does not feel a “recession” in 
the paper industry, as may be gaih- 
ered from the extremely strong earn- 
ings record compiled over a period 
of years. Only in one year (193°) 
did the company report a deficit. 
Thus, in our estimation, there is lit- 
tle to indicate that the $1.60 divi- 
dend rate will not be continued. The 
company is very simply capitalized, 
having only 287,000 shares of $10 
par common stock outstanding on 
Dec. 31, 1937. During the latter 
part of 1937, however, plans were 
announced to increase shares out- 
standing. This was deferred, how- 
ever, in view of the unsatisfactory 
market conditions. 

For the year ended December 31, 
1937, the company reported earnings 
on its capital stock of $2.80 a share, 
against $2.54 a share sustained dur- 
ing the year 1936. This has enabled 
liberal dividend disbursements and 
$1.80 per share was paid during 1937. 
While it is expected that the general 
recession in business will hurt earn- 
ings in some degree, we believe that 
over a longer period of years the 
earnings of Sutherland will be suffi- 
cient enough to continue payment 
of the dividend. During January, 
1938, profits on sales were 18% 
higher than during the same period 
of the year previous. This is in- 
dicative of the company’s earning 
power and if normal conditions pre- 
vail they should certainly continue. 
Under these circumstances we can 
take a constructive attitude toward 
the shares of Sutherland Paper 


and suggest retention of the issue 
in your longer term portfolio, both 
on a price appreciation and income 
basis. 
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Are the Coppers Really 
Cheap? 





(Continued from page 769) 


war-time rate, and most of the 
American mines were forced to close 
down completely. Only the sus- 
tained demand for electrical equip- 
ment which set in as a part of the 
post-war prosperity revived the cop- 
per corpse. 

New discoveries in the twenties 
threatened once more to flood the 
world with cheap copper, but delay 
in getting the metal to market al- 
lowed the 1929 boom to run the 
price up. During the following de- 
pression the industry learned a les- 
son in price-fixing, when the attempt 
to peg the domestic market at 18 
cents failed dramatically. Since then 
efforts have been more practically 
concentrated on the limitation of 
production, by agreements to the 
latest of which most mines outside 
the United States have subscribed. 
The weight of unmined metal stiil 
hangs over the market, however, 
held off it by a device conceived in 
depression and untested in prosper- 
ity. 

Mr. Percy E. Barbour, writing in 
the Engineering & Mining Journal 





in 1934, estimated proven world re- 
serves as follows: United States— 
20,992,700 tons; Canada—5,620,200 
tons; Chile—35,498,500 tons; Rho- 
desia—22,395,400 tons; Belgian Con- 
go—6,511,000 tons; Russia—10,851,- 
000 tons; all other—2,961,000 tons; 
total—104,830,200 tons. An appar- 
ent contradiction of these figures, 
but demonstrating the vastness of 
the problem, is Mr. Ira B. Jorale- 
mon’s point that the Chile Copper 
orebody alone contains more than 
twice as much developed copper as 
all the mines in the United States, in 
ore more than twice as rich. Avail- 
able in Chile is more than half as 
much copper as has been used in the 
history of the world. 

If copper were a destructible com- 
modity used once then lost, like 
wheat or cotton or coal, these facts 
would have lighter impact, and con- 
sumption could be expected to grow 
up to potential production. But 
nearly every pound of copper mined 
makes a permanent addition to the 
world’s supply, ready to be re- 
claimed when it has served its first 
purpose. In 1910 secondary produc- 
tion (scrap) in this country consti- 
tuted less than 20% of domestic 
mine output, in 1929 the figure had 
risen to 63%, and in 1936 to 81%. 
Scrap was less important last year, 
as in every period of rapidly increas- 








NEW YORK CURB EXCHANGE 





ACTIVE ISSUES 
Quotations as of Recent Date 


_ 1938 
Price Range 
——_—— Recent 


Name and Dividend High Low Price 
Alum. Co. of Amer.......... 90 10% 15% 
Amer. Cyanamid B (.60)...... 265%, Wie Wh 
Amer. Gas & Elec. (1.40)..... 28 22 2314 
Amer. Lt. & Tr. (7.30)........ 14% 11% 12 
Amer. Superpower........... 1% % %, 
Assoc. Gas & Elec. "A"..... 13% % % 
Ark, Nat. Gas “A".......... 47 3% 3% 
GEC ceirscccesicwcc eae 32 23 25% 
ee reer 2 11% 1% 
Cities Service Pfd............ 40%, 263%, 30 
Colum. Oil & Gas ({.40)..... 4, 34% 3% 
Consol. Copper (}.121/)...... 6% 4% 4h 
Consol. Gas Balt. (3.60)...... 70 614%, 63% 
Creole Petroleum (*.50)...... 27% Whe 23% 
Eagle Picher Lead (+.10)...... 13% 85 9% 
Elec. Bond & Share.......... 101% 65 6% 
Elec. Bond & Share Pfd. (6)... 58 46%, 52 
Ex-Cell-O Corp. (7.20)....... 13%, 10 11% 
Ford Mot. of Can. "A" (1)... 18%  153%4 16% 
Glen Alden Coal ({.50)...... 6% 5 5 
Gulf Oil of Pa. (.25)........ 42% 37 39 
Hecla Mining (7.10)......... 1034 1%, 834 
Hudson Bay M. & S. ({1.75).. 2834 2214 2534 
Humble Oil (7.3714). ....... 70 69 6634 
Imperial Oil (*.50).......... 19% 17% 17% 
lron Fireman (1.20).......... 15% 13% 15% 


1938 


Price Range 
—————. Recent 

Name and Dividl-1d High Low Price 
Jones & Laughlin .......... 43% 28 30 
Lake Shore Mines (*4)....... 58 45% 47% 
ee re 1014 Te 1h 
Molybdenum (f1)........... 6% + 4, 
National Bellas Hess......... 1 % % 
New Jersey Zine (7.50)...... 72% 59 59 
Newmont Mining (7.50)...... 72 54 60 
Niagara Hudson Power ({.40).. 81% 7 7 
Niles-Bement-Pond (2)....... 38% 31 31 
No. Am. Rayon “B" ({2.25).. 23% 18 18 
Pan-Amer. Airways (1.25).... 19% 14% 14% 
i °. ere 13 53% 6 
Pennroad Corp. (1.25)........ 2% 2 2 
Pitts. Pl. Glass (7.25)......... 90 714 15% 
St. Regis Paper.............. 4%, 2%, 2% 
Sherwin-Williams (4)......... 90 81 88, 
South Penn Oil (*1.50)...... 39 354% 35% 
Technicolor (.75)..........- 21% 16% 18% 
United Gas Corp..........-- 5% 31% 3% 
United Lt. & Pwr. “A"....... 3% 2 2 
United Lt. & Pwr. Cv. Pf...... 2654 1634 20% 
Wright Hargreaves (*.40)..... 83 61% 6% 


+ Paid this year. 
* Not including extras. 
t Paid last year. 














ing demand, but the trend is unmis- 
takable. American Telephone has 
dismantled more copper since 1929 
than it has needed for new equip- 
ment. Every old automobile or re- 
frigerator or Pullman car competes 
with the copper miners. 

Those who take the pessimistic 
attitude toward copper producers 
admit that the oversupply is a long- 
term consideration rather than an 
immediate one, and they see the pos- 
sibility of frequent spurts in earning 
power. Just now, however, they 
point to the large inventories of com- 
panies like General Electric and 
most other consumers as likely to 
prevent the recurrence of a seller’s 
market in the near future. When 
stocks on hand have been painfully 
worked down, they say, there will 
always be competition from other 
metals such as aluminum, and from 
the constantly growing number of 
alloys. Perhaps none of them will 
ever fully replace copper, but higher 
prices for the red metal will inevit- 
ably turn consumers to substitutes 
for it. A price and volume ceiling 
will thus settle permanently over the 
metal. 

Somewhere between the extremes 
of optimism and pessimism lies the 
truth of the copper outlook. Each 
side has cogent arguments and each 
will have opportunities to gloat as 
the swings from black to rosy and 
back again continue. It hardly 
seems reasonable, however, to as- 
sume that because prospects appear 
to have stabilized at a low point an 
immediate upswing is to come. The 
situation is being controlled, as far 
as price goes, from London. A cessa- 
tion of armament building would 
undoubtedly bring a “peace panic” 
which would upset the market for 
the metal, but following that there 
should come a peace prosperity of 
record proportions. Damage to 
speculative confidence in Europe 
would also have its effect on domes- 
tic prices and profits. 

The present ten-cent level is hard- 
ly justified by the volume of con- 
sumption and is held mainly because 
a lower price would create very lit- 
tle new buying. Provided no im- 
pulse toward lower prices is con- 
tributed by London, which is by no 
means certain, the domestic level 
may well hold until a pickup in vol- 
ume occurs. In terms of profits and 
dividends it will be the volume of 
sales rather than the current price 
which will make the decision. At a 


802 


price of 10 cents per pound, practical- 
ly all the better-known mines can 
show profits provided they can dis- 
pose of a sufficient quantity of metal. 
Since this is possible only to a limited 
extent during periods of contracted 
buying, the higher-cost mines will 
be handicapped by smaller profit 
margins on the volume they manage 
to attain, and this class of copper 
producers will be the earliest and 
greatest sufferers from the drop in 
consumption. 

Barring on outbreak of war, the 
immediate future offers little in the 
way of encouragement and depends 
upon general business revival, not 
upon conditions within the industry. 
Should the revival be postponed for 
any length of time it seems inevit- 
able that the market prices of cop- 
per issues will work lower. It seems 
equally certain, however, that cop- 
per will eventually have its day 
again and that the major companies 
will once more prove their resiliency 
as they have in the past. 





Bank Investments Fore- 
shadow Business and 
Market Trends 





(Continued from page 763) 


equal 58 per cent and continue as 
the dominant factor in the bank 
credit situation. It is thus extremely 
important in our current difficulties 
that no monetary or fiscal policies 
be resorted to which would precipi- 
tate a resumption of bank invest- 
ment liquidation. 

While it seems unlikely that any 
such development will take place it 
must be kept in mind as a possi- 
bility in any attempt to relate the 
bank investment account to recov- 
ery prospects. On the basis of past 
experience it may be said that no 
major turn in the stock market or 
real improvement in business activ- 
ity ever took place before a liqui- 
dating movement in bank invest- 
ments was completed. 

In 1921 the lowest level for in- 
vestments was made in July and 
the low in the stock market was 
established in August. As reflected 
in Colonel Ayres’ index of business 
activity, April marked the absolute 
low in business, 27 points below 
theoretical normal, but for July the 
index number was still 26.4 points 


below normal. The relatively minor 
liquidation of investments in 1923- 
1924 hit bottom in March of the 
latter year but the low in business 
activity was not reached until July. 
In 1932, a liquidation of invest- 
ments which had started in the late 
spring of 1931 was reversed in April 
whereas the major decline in stock 
prices and business was not re- 
versed until July. 

During the past twenty years, 
therefore, a turn in the trend of the 
reporting member bank investment 
accounts has consistently preceded 
a definitive turn in the stock mar- 
ket and in business. As a result of 
developments in 1930-1931, how- 
ever, it is impossible to say that a 
turn in the investment account 
guarantees a market and business 
turn within a few months. Between 
February, 1930, and May, 1931, the 
reporting member banks increased 
their investment holdings by about 
two and one-half billion dollars but 
this did not prevent further sub- 
stantial decline in stock prices and 
business activity. The loan account 
of the banks showed no important 
reduction throughout the greater 
part of 1930 but by the end of the 
year many loans were extremely 
vulnerable as a result of the market 
and business decline. Deflation of 
bank credit started in a big way 
during the final quarter of 1930 
with the net reduction in loans 
amounting to nearly six billion dol- 
lars between September, 1930, and 
the summer of 1932. This slaughter 
of the loan account completely nul- 
lified the two billion dollar increase 


in investments over the same period. 


There does not appear to be any 
comparable threat in the loan ac- 
count at the present time. Total 
Icans and discounts now are two 
billion dollars less than they were 
in June, 1932. It is normal for loans 
to continue to decline after the turn 
in the investment account and even 
after the turn in business and the 
market. Since the lowest level of 
investments was recorded in the 
week ended December 1, 1937, loans 
have been reduced by more than a 
half billion doiiars while investment 
holdings increased $350,000,000. If 
the financial markets were function- 
ing normally, this reversal of the 
1936-1937 diversity in trends could 
be accepted as a positively bullish 
indication. Unfortunately the finan- 
cial markets are not functioning 
normally and cannot be depended 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 


upo. 
busi 
futu 


latic 
mar 
ity 

arti 
in I 
liqu 
seer 
velc 
pas! 
the 
sect 
cred 
see! 
like 
the 
cre: 
exe 
the 


ins 
vol 
tin 
SO! 
rig 


rel 


no 
sel 
ob 


re 
ha 
an 
Se 
sit 
th 
co 
da 





7 minor 
1 1993. 
of the 
usiness 
il July, 
invest- 
he late 
a April 
. stock 
ot re- 


years, 
of the 
stment 
eceded 
: mar- 
sult of 
how- 
that a 
‘count 
isiness 
tween 
1, the 
‘eased 
about 
's but 
sub- 
; and 
count 
rtant 
‘eater 
f the 
mely 
arket 
yn of 
way 
1930 
loans 
dol- 
and 
shter 
nul- 
ease 
riod. 
any 
ac- 
‘otal 
two 
vere 
ans 
urn 
ven 
the 
of 
the 
ans 
na 
ent 
If 
on- 
the 
uld 
ish 
un- 
ing 


led 


ET 





upon to give any important help to 
business recovery in the near 
future. 

However, a discussion of the re- 
lationship between the financial 
markets and general business activ- 
ity is beyond the scope of this 
article. The important fact to keep 
in mind at the present time is that 
liquidation of bank investments 
seems to have run its course, a de- 
velopment which, on the basis of 
past history, consistently preceded 
the start of a major recovery in 
security prices. As far as the bank 
credit structure is concerned it thus 
seems logical to conclude that, un- 
like the situation from 1930 to 1932, 
there is nothing to prevent an in- 
crease in bank investments from 
exerting a favorable influence on 
the trend of security prices. 





What's Ahead for Rails? 





(Continued from page 761) 


institutional and otherwise—are in- 
volved and under any circumstances 
time-consuming litigation will be re- 
sorted to for protection of such 
rights. 

Nor is consolidation a magical 
remedy. It is theoretically possible 
to eliminate much economic waste 
now inherent in duplication of rail 
services, but there are two major 
obstacles. First, the rail unions will 
fight consolidation because it means 
reduction in number of jobs. They 
have blocked this approach before 
and probably can block it again. 
Second, strong railroads have no de- 
sire to absorb weak railroads, and 
they will exhaust every legal re- 
course to prevent undesired consoli- 
dations being forced upon them by 
Federal law. As the Constitution 
used to be interpreted, the Govern- 
ment had no power to make Atchi- 
son take over the Rock Island or to 
make the Pennsylvania absorb the 
Seaboard Air Line. Whether such 
shot-gun marriages will be validated 
under our basic law, as interpreted 
these days, remains to be seen. 

Meanwhile, to be sure, President 
Roosevelt is holding conferences, the 
purpose of which appears to be to 
pull out of the hat some sort of a 
solution of the railroad problem. 
Among the experts called in a va- 
riety of ideas are known to be sim- 
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mering. It may be noted, however, 
that a majority of these experts are 
Federal job-holders—not by any 
chance railroad operating men or 
railroad financial men. To a mere 
layman it would seem a logical idea 
to ask for and to heed the advice of 
the managerial heads of that select 
minority of railroads which have 
met their obligations year in and 
year out—such, for example, as 
Atchison, Union Pacific, Burlington, 
Chesapeake & Ohio, Norfolk & West- 
ern. From the record, it would ap- 
pear a fair surmise that the manage- 
ments of these roads know how to 
run railroads, and that if anybody 
can formulate a sound solution of 
our national railroad problem these 
men probably can. On the other 
hand—again judging solely by the 
record—there is little to suggest 
that the New Deal Administration 
or the Interstate Commerce Com- 
mission are likely to pass a miracle 
that will save the railroads with 
satisfaction and happiness to all 
concerned and no _ political toes 
stepped on. 

Even though it be disappointingly 
small, the rate increase soon to take 
effect should importantly help some 
roads. Since there will be no dis- 
position to increase controllable ex- 
penditures as long as traffic remains 
at present depressed levels, it is 
probable that the major part of 
revenues produced by the rate 
change will be carried through to 
operating income. In quite a few 
instances such added income will 
amount to from 25% to 40% of fixed 
charges. Roads that will derive the 
greatest benefit are those for which 
large proportion of revenues derive 
from manufactured and miscellane- 
ous goods, less-than-carload freight, 
and from products of agriculture 
and forests, and animal products; 
and which derive relatively little 
revenue from bituminous coal, iron 
ore and from passenger traffic. 

Gloomy as the picture appears to 
be, it would seem late in the day to 
throw railroad securities overboard 
in indiscriminating liquidation. This 
is particularly true of rail bonds, 
many of which — whether they go 
lower or not —have discounted a 
major rail crisis. To this it may be 
added that the maximum decline in 
rail income probably has now been 
seen, both because the depression 
appears to be scraping bottom and 
because the first quarter is normally 
the seasonal low in rail operating 


: 


income. On past averages of sea- 
sonal trend, first quarter produces 
only about 19 per cent of annual 
operating income; second quarter, 
22 per cent; third quarter, 30 per 
cent; and fourth quarter, 29 per 
cent. Combination of seasonal fac- 
tors and even a moderate economic 
recovery during second half of the 
year would produce a large percent- 
age gain in rail income from present 
acutely depressed level. 

Note: The succeeding issue, that 
of April 9, 1938, will contain a spe- 
cial study devoted to the appraisal 
of railroad bonds. 





New Construction Means 
Profits for Crane 





(Continued from page 767) 


made by the company itself that 
there is no prospect that business 
this year can reach the total of 1937. 
This, however, is hardly the ques- 
tion the stockholder wants an- 
swered: for him the crux of the 
matter is whether the probable de- 
cline in business and earnings is 
discounted in the present price of 
the company’s stock. Frankly, we 
think that only really favorable 
political news coming from Wash- 
ington in the next month or two will 
prevent Crane from selling lower. 
Pessimism, however, could easily be 
overdone in this case: there is real 
wealth behind a Crane stock cer- 
tificate and one of these days busi- 
ness is going to improve and we are 
going to see Crane in the forefront 
of those participating. 





Profit Margins the Problem 
of Cigarette Companies 





(Continued from page 775) 


December—a trend which was con- 
firmed by the January figures—it 
may be possible to arrange for some 
reductien in tobacco stocks. 

The third manner in which de- 
pleted cash accounts could be re- 
stored—by the retention of earn- 
ings—is not as simple as it seems. 
The cigarette industry is proud of 
the regularity of its dividend record. 
The stocks of these companies have 
long been bought for the income 
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Forthcoming Dividend 












s 
Meetings 
Company Time Date 

Pimerema Gem... soe ee oe 2:00 April 4 
American Machine & Foundry......... 3:00 April 6 
Archer-Daniels-Midland Co. Pfd.*..... 2:00 April 5 
Atlas Powder Pfd.................... 3:00 April 6 
Blue Ridge Corp. Pfd.*............... 12:00 April 6 
Century Ribbon Mills Pfd............. 9:00 April 5 
Cerro de Pasco Copper............... 2:00 April 5 
Columbia Gas & El. Pfds. & Com....... 12:15 April 7 
Consolidated Cigar Pfds.*............. 4:30 Mar. 29 
J eee —— April 6 
Hollinger Consolidated Gold Mines*.... April 1 
Homestake Mining*................. 3:00 April 6 
Kroger Grocery & Baking Pfds. & Com.*.10: April 8 
Jo, | 3:30 April 6 
Lone Star Gas Corp. Pfd.*.... -..-——— April 1 
ee 2:00 April 5 
Melville Shoe Pfd. & Com............ 2:00 April 4 
Minneapolis-Honeywell Regulator Pfd. 

3 See eS: 10:00 April 6 
Pacific Lighting Corp................. 1:45 April 6 
Ee een ame —— April 7 
Skelly Oil Pid.*.....................——— Apel 4 
Walgreen Co. Pfd. & Com.*........... 11:00 April 4 


All ti on 


wise noted. | 
* Approximate date. 


stock unless other- 








they afford and this is recognized 
by the various managements. Then, 
too, for the past two years the tax 
on undistributed profits has made it 
impossible to retain earnings except 
under heavy penalty. 

Unquestionably, what the cigar- 
ette companies would most like to 
do is to raise earnings moderately 
above the dividends they have been 
paying. And achieve this preferably 
by a wider profit margin than by a 
further increase in sales volume 
which would necessitate still larger 
inventories. They want increased 
sales eventually, of course, but a 
reasonably stable volume for a year 
or two, coupled with a wider profit 
margin would enable them to adjust 
their respective internal positions 
without violence to established divi- 
dend policies and without a change 
of capital structure. 

If, however, the cigarette makers 
take the initiative in the matter of 
higher profit margins and _ raise 
prices as was done in January, 1937, 
they detract from the advantage 
they currently hold over the brands 
which retail for 15 cents straight. As 
it is, in the East, Camels, Lucky 
Strikes, Chesterfields and Old Golds 
are bought two packs for 27 cents, 
which is too close to 15 cents a pack 
for comfort. The lack of comfort is 
brought out vividly by the tremen- 
dous strides made by the 15-center, 
Philip Morris. Starting from scratch 


in 1933 to break into a highly com- 

petitive field, Philip Morris was an 
instantaneous success and today the 
sales of this cigarette are thought to 
be running at a rate in excess of 8 
billions annually. The inference that 
a higher price for Camels and the 
other popular brands would give 
Philip Morris an additional fillip is 
too obvious to be ignored. 

There is another objection to solv- 
ing the profit margin question 
through higher prices. The 10-cent 
cigarette is still with us and the 
large slice of the market which these 
brands obtained at the depth of 
“Hoover”’—to distinguish it from 
the “Roosevelt”—depression cannot 
be forgotten. Although the 10- 
center is having a hard time at the 
moment because of higher costs, it is 
still managing to keep going, all 
ready to pounce should the popular- 
priced brands become appreciably 
higher in price or in the event that 
costs work lower. If costs did come 
down, Reynolds Tobacco and the 
others would be helped also, of 
course, and it would then be a ques- 
tion of which side would receive the 
greater benefits—with depression or 
no depression probably the deciding 
factor. 

Depression or no depression is 
really the key to whether or not 
there will be important changes 
among the manufacturers of popular- 
priced cigarettes. Should business 
before the year-end stage substantial 
and sustained recovery and should 
the 1938 tobacco crop sell for prices 
moderately below those of the season 
just finished, the cigarette companies 
may well succeed in averting both 
major dividend changes and new 
financing. On the other hand, if, by 
the end of 1938, there has been no 
materialization of these favorable 
factors we should expect to see divi- 
dends revised downwards, or new 
financing, or a combination of the 
two. 





Reasons Behind Unfavorable 
Dividend Actions 
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distributed profits remains effective 
it will be impossible to establish a 
Icng-term, stable dividend policy. 


Du Pont de Nemours. Dividend 
of 50 cents paid March 14 compares 








with $2 in previous quarter and 75 
cents in March, 1937. Company is 
hardly likely to pay this year more 
than half the $6.25 distributed last 
year. 


General Electric. Dividend of 
30 cents payable April 25 compares 
with 40 cents at the same time last 
year. Bookings in the first two 
months of this year were 36% under 
those of the first two months of 
1937. 


Goodyear Tire & Rubber. 
dend of 25 cents paid March 15 
compares with two 50-cent payments 
in December. If tire prices can be 
maintained in reasonable stability, 
dividend outlook is not poor, de- 
spite prospective decline in volume. 


Johns-Manville. No action taken 
on the dividend normally paid to- 
wards the end of March. The com- 
pany stated: “The business outlook 
for the immediate future is still too 
uncertain to warrant the declara- 
tion of dividends on the common 
based on the anticipation of profits.” 


Kennecott Copper. Dividend of 
25 cents payable March 31, com- 
pares with 50 cents, plus $1 special, 
paid at the end of last year. Out- 
look is for the continuance of pay- 
ments at the reduced rate. 


Phelps Dodge. Dividend of 10 
cents paid March 10 compares with 
$5 cents in previous quarter and 
with the same amount a year ago. 
Is in the midst of a large expansion 
program and, if it becomes a choice 
between interrupting this and omit- 
ting dividends altogether, company 
may well decide on the latter course. 


St. Joseph Lead. Dividend of 25 
cents paid March 21 compares with 
50 cents in previous quarters. Lead 
at the present time is in a better 
position than most metals and, al- 
though the company is not expected 
to pay in 1938 as much as the $2.50 
a share distributed in 1937, com- 
plete omission of dividends seems 
unlikely. 


Youngstown Sheet & Tube. No 
action taken on the dividend nor- 
mally payable April 1. Has just 
arranged substantial bank loans. It 
is doubtful that the company will 
resume payments to stockholders 
before the year-end. 
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"Can" Struggles to Regain 
Market Leader Status 





(Continued from page 777) 
points between 69 and 81%, an ex- 
pectation of a move to approxi- 
mately 100 would appear to be war- 
ranted. Such a move would stop at 
a normal resistance level, as can be 
noted on the point chart, but the 
recent action of the market in clos- 
ing the upper measuring gap has 
nullified this prediction. Instead, 
we find the movement completed 
at the 91 level, a sharp reversal with 
a breakaway gap on the down side, 
and another measuring gap at ap- 
proximately the 8514 level. 

Assuming that 40% of a correc- 
tive move has been completed at 
this point, the logical expectation 
is a fifteen point drop from the high 
of 9114 to the double bottom formed 
in the first decline in the upward 
move. This would bring the stock 
back to the 761% level. As stated 
above, the gap theory is not to be 
relied upon implicitly, and there is 
the possibility of the market hold- 
ing either within the upward paral- 
lel trend lines or at the support area 
which can be noted on the point 
chart at the 80 level. 

The last evidence that the move 
has possibilities is that the general 
market as indicated in Tue Maga- 
ZINE OF WALL StREET price index 
gained only 21% in the January- 
February uptrend, while American 
Can common added 33% to its 
value. Moreover, in the downtrend 
in March, American Can common 
lost but 45% of the gain, while 
the market as a whole has given 
up its entire advance. 

Summing up these factors, the 
technical position of the stock still 
presents a favorable picture in the 
midst of generally erratic market 
conditions. Should general business 
improvement fail to put in an ap- 
pearance, it is entirely possible the 
technical strength will be dissipated, 
but this should be revealed by the 
stock action in the charts. 

Midsummer of 1935 saw the stock 
at its high point of 14954. Never 
a volatile market performer, this 
price reduced the speculative in- 
centive to buy when considering 
that the stock was within 34% 
points of its 1929 high. Subsequent 
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developments such as_ increasing 
competition, Robinson Patman Act 
implications and others, created a 
fear psychology to the extent that 
even the investment demand for 
the issue receded. Formerly, the 
stock could be found in quantity in 
the portfolio of almost every in- 
vestment trust, but in many cases 
these were either cut down or elimi- 
nated entirely through 1936 and 
1937. Now, however, many of the 
unfavorable factors appear less for- 
bidding. 

Increasing competition has been 
offset by development of new fields 
and improved manufacturing proc- 
esses have lowered costs to maintain 
prices within a competitive range. 
In this connection, the extensive 
promotion of the field of fibre con- 
tainers over the past several years 
has been a drain on income through 
heavy development charges, but 
this division is now showing a profit 
and it is expected that the output 
of fibre containers will be more than 
doubled in 1938. 

The Robinson-Patman Act handi- 
cap was taken in stride and almost 
entirely absorbed in 1936 through 
refunds and reductions of price to 
smaller consumers in line with the 
terms of the Act. 

All the predictions of havoc to be 
wrought by the Patman Act and 
the dire effects of increasing com- 
petition not only failed to material- 
ize but, on the contrary, earning 
power has_ remained relatively 
stable. Per share results of Ameri- 
can Can for the past three years 
have ranged between $5.80 and 
$6.08, this in spite of a sharp in- 
crease in taxes from $2.31 per share 
in 1935 to $3.82 per share in 1937. 

Undoubtedly this exceptional sta- 
bility of earning power is responsi- 
ble fer the recent improvement in 
the technical position of the stock. 
Investment purchasers were having 
difficulty finding adequate vehicles 
with the attribute of stable earning 
power together with an attractive 
return on the investment. The 
logical conclusion must have been, 
therefore, that the stock was on the 
bargain counter at a price of over 
50% below its 1935 high of 1495%, 
unless business activity was to re- 
cede further than the subnormal 
levels prevailing at that time. 

The statistical side of the situa- 
tion reveals nothing to discredit the 
improved technical position of the 
stock. The annual report for 1937 


showed a rise in sales to record pro- 
portions to net $6.08 a share on the 
stock. Inventories rose sharply to 
show an increase of $9,173,370, and 
this, together with expenditures of 
$11,799,080 for plant expansion and 
improvements, necessitated a bank 
loan of $9,000,000. In spite of the 
bank loan, however, net working 
capital at $40,724,557 increased 
$742,402 over the 1936 figure and 
there is every reason to believe the 
loan will be repaid over the course 
of 1938 unless abnormal conditions 
prevail. 

Latest reports for 1938 indicate 
that sales of general line cans are 
holding within 5% of the dollar vol- 
ume of the first two months of 1937. 
Tonnage sales were lower, but the 
higher price for general line cans 
was sufficient to maintain dollar vol- 
ume fairly well. As general line cans 
constitute over 50% of volume this 
can only be construed as favorable 
to the maintenance of stable earning 


power. 
With the statistical position favor- 
able, and_ technical indications 


pointing to a possible buying level 
in the 76-80 area, there seems to 
be an opportunity for either the 
short- or long-term investor. If 
business conditions should fail to 
improve they will be reflected in 
the subsequent action of the stock 
and as a_ safety measure losses 
should be cut short upon the pene- 
tration of the previous lows at 69. 





The Investment Clinic 
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trade, but this is usually well diver- 
sified as to destination. When a 
company is wholly dependent upon 
an outside source for an indispens- 
able raw material, or where property 
holdings in another country consti- 
tute important assets, the situation 
in that country should be carefully 
assessed. For example, companies 
with sizable stakes in Mexico or 
elsewhere in Latin America where 
radical political tendencies are like- 
ly to result in property seizure 
should be subjected to special ex- 
amination. Heavy investments in 
the Far East are cause for serious 
inquiry. 

No more than a very small per- 
centage of total investments should 

















be involved in any country whose 
bonds would not be considered first 
grade risks. Such situations often 
contain excellent speculative oppor- 
tunities, but they are out of place 
in a conservative investment policy. 





Five Opportunities for 
Profit 
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ness uncertainty. Rearmament ac- 
tivities throughout the world, for 
example, are certain to have a sus- 
taining effect upon the demand for 
molybdenum. Among metal issues, 
the shares of Climax Molybdenum 
would appear to constitute a rather 
conservative vehicle for potential 
price appreciation. 


Allis-Chalmers Mfg. Co. 


Latest 
Dividend 


$0.37/2 


Price Range, 1938 Recent 
High Low Price 


51% 38 46 


The 1937 annual report of Allis- 
Chalmers, recently issued, revealed 
marked recovery in the company’s 
volume of business and earnings. 
Orders booked last year totaled 
nearly $95,000,000, compared with 
$65,289,107 in 1936; billings totaled 
$87,353,616 vs. $58,981,363 the pre- 
vious year; and at the end of the 
year unfilled orders aggregated more 
than $21,000,000, comparing with 
unfilled orders of some $13,800,000 
at the end of the previous year. Net 
income in 1937 of $7,841,167 com- 
pared with $4,014,112 in 1936 and 
less than $2,000,000 in 1935. 

Sales and profits last year, which 
were the largest in the company’s 
history, reflected principally the 
company’s ascendancy as a manu- 
facturer of farm equipment. The 
rapid strides which the company has 
made in recent years in the develop- 
ment of harvesting machines and 
tractors have placed it in the third 
ranking position, in point of sales 
volume, among leading manufactur- 
ers of farm machinery. In addition, 
the company manufactures an ex- 
tensive line of industrial machinery 
and electrical power plant equip- 
ment. The foresighted policy in 
developing the farm equipment field 
promises to stand the company in 
timely stead under existing condi- 


tions which are having the effect of 
seriously restricting demand for the 
heavier types of plant equipment. 
While present indications are that 
farm income this year may fall be- 
low the level of 1937, with the aid 
of Government beneficence farm 
purchasing power promises to be 
sustained relatively better than that 
of other important buying groups. 
Recently Allis-Chalmers has speeded 
production on its new _ low-cost 
tractor and baby combine, both of 
which are priced at figures which 
should stimulate farm demand. 

The company’s financial position 
at the year-end was excellent. Cur- 
rent assets, including more than 
$6,700,000 cash, amounted to $66,- 
151,108, while current liabilities were 
$15,742,694. Inventories totaled 
$36,723,614 compared with $20,454,- 
319 at the end of 1936. Ahead of 
the 1,773,341 shares of capital stock 
outstanding is funded debt of $25,- 
321,500 4% convertible debentures. 
The latter are convertible into the 
common stock at $75 a share. Earn- 
ings last year were equal to $4.42 a 
share on the capital stock, compared 
with $2.27 a share in 1936. Total 
dividends paid last year amounted 
to $3.50 a share and the most recent 
payment in the current period was 
at the rate of 37% cents a share. 
The longer term speculative possi- 
bilities for the stock are predicated 
upon the possibility that current 
earnings, aided by farm demand, 
may be relatively well sustained, 
while the fact that the utility com- 
panies may be encouraged by the 
Government to undertake capital 
expenditures is not an unlikely possi- 
bility. While not particularly under- 
valued at recent levels around 46, 
the shares may be credited with 
well-defined merit for longer term 
acquisition. 





As I See It! 
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possession of the granary of Hun- 
gary, the oil fields of Rumania, the 
resources of Czechoslovakia could 
challenge the Soviets for a chunk of 
the Ukraine and rule from the Baltic 
to the Adriatic, from the Black Sea 
to the Alps, if not all the way to the 
Bay of Biscay. 

That is the unhappy picture which 
faces the ambitions of Il Duce— 


which strikes terror to the heart of 
France—wrings a growl from the 
Russian bear and a quavering roar 
of uncertainty from the British lion, 

Yet, it seems to me that Germany 
has overplayed her hand—that the 
invasion of Austria was an act of 
desperation. In spite of Hitler's 
promises of Austrian independence 
in forty-eight hours, the entire coun- 
try was Nazified. Ambitious leaders 
in the other states are observing the 
process which places Germans in 
power over Austrians, which loots 
the country of its assets, and makes 
the Austrian people slaves of the 
German regime, with the Austrian 
man power consolidated into the 
German army where they will be 
forced to fight for Nazi supremacy, 
regardless of their interests or in- 
clinations. 

Furthermore, the Rome - Berlin 
axis will never be the same. It was 
Attila and his Huns—the forefathers 
of the German Nazis—who over-ran 
what is now Italy. And Italian 
history is full of tales of the tor- 
tures inflicted by the Germans dur- 
ing the time of the Holy Roman 
Empire; so that there seems very 
little likelihood that Italy will be at 
ease so long as the Germans are on 
the march. 

It is now evident to the world that 
Hitler believes himself to be Lord of 
the universe and that no country is 
safe. There is not even security for 
us in the distance of 3,000 miles 
which lie between. A _ strong 
Nazi group is reported in Canada. 
To the south of us, a Nazi coup 
barely failed in Brazil a few days ago. 
The Editor of the Philadelphia Pub- 
lic Ledger is reputed to have said 
that a week ago a number of Amer- 
ican newspapermen turned down an 
offer to operate a string of eleven 
newspapers in key cities in the 
United States to further the Nazi 
cause among our people. 

The problem is definitely ours. The 
Nazis are making it so by boring 
from within. Hitler not only threat- 
ens our security as a nation but also 
the standard of living of our people. 
With the resources and the produc- 
tive capacity of all nations devoted 
to the manufacture of implements of 
destruction, the world is threatened 
with the terrors of the dark ages. 
Even if war does not come to our 
shores, we cannot elude the dire ef- 
fects on this country when trade 
and the free flow of capital are de- 
stroyed. 
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